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FRIDAY, MAY 23, 1958 


Untrep STATEs, SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE on SMALL BustNEss, 
Washington, D. 0. 


The subcommittee met, pursuant to call, at 10: 10-a. m., in room 301, 

Senate Office Building, Je nator Joseph ’'S: Clark (chairman of the 

subcommittee) presiding. 

“ Present: ‘Senators Clark, Sparkman, Proxmire, Capeliart, and 
ase. 

Also present : Senator Bush. 

Senator CLarK. The subcommittee will be in session. 

We are happy to have you back with us, Mr. Barnes. - I see you 
have a pretty elaborate statement here. I-suggest that you just pro- 
ceed in.your own way. Do you want to read it all? 

Mr. Barnes.’ I will not read it all. Some are exhibits, 

Senator Crark. All right. We will put it in the record at the end 
of your remarks. 

Senator Capehart would like to make a statement. 

Senator Capenart. I will be unable to remain for your testimony, 
Mr. Barnes, because I have to go to a Foreign Relations Committee 
meeting, where we are writing up to the mutual aid, bill, but I have 

one over your letter and your proposals and I am sure that these two - 
flistin uished gentlemen here will treat you with great consideration. 

Mr. Barnes. All right; sir. 

Senator CiarK. Before you go ahead, Mr. Barnes, there are a few 
formal matters I would like to get in the record. First, ‘by way of 
opening, these hearings are in a.sense a continuation of hearings 
held by this sube ommittee in the spring of last year, 1957. _ Since.that 
time the House has passed H. R. 7963. That bill makes the Small 
Business Administration a permanent'agency and rewrites the Small 
Business Act, of 1953. Accordingly, we will be very much interested in 
hearing Mr. Barnes’ views on the House bill. There are other bills, 
namely, S. 2729, S. 2825, S. 2993,.S. 3319, S. 3484, S. 3453, S. 3664, S. 
3791, and Senate Resolution 138, w hich have been refer red to this com- 
mittee since the last hearings, and which are concerned with the Small 
Business Administration. 

Testimony to be received in the present hearings is’ by no means 
limited to comments on these bills, but. the committee is particularly 
interested in obtaining views and information about them. 

I would like to offer for the record the bills I have just referred to, 
and the reports on the bills which have been received from Govern- 
ment agencies. 

5385 
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Senator Fulbright has asked me to offer for the record his statement 
an on the floor of the Senate on January 13, 1958; in introducing 

. 2993. 

We also have some letters received by the committee with respect to 
Senator Fulbright’s bill, S. 2993, and other letters and material sent 
to Senator Fulbright by Mr. Barnes regarding small business size 
and standards for the purposes of Government procurement, all of 
Natl) will be glad to have appear in the record. (See appendix, 
p. 671.) 

(The information referred to follows :) 


{H. R. 7963, 85th Cong., 1st sess.] 
_ AN ACT To amend the Small Business Act of 1953, as amended 


Be it enacted by the Senate and’ House of Representatives of the United States 

of America in Congress assembled; That title II of the Act of July 30, 1953 

(Public Law 163, Eighty-third Congress), as amended, is hereby withdrawn 

as a part of that Act and is made a separate Act to be known as the “Small 
usiness Act’. 

'$sc. 2. The Small Business Act is amended to read as follows: 

“Sec. 1. This Act may be cited as the ‘Small Business Act’. } 

“Sec. 2. (ay The essence of the American. economic system. of private enter- 
prise is free competition. Only through full and free competition can free 
markets,, free entry into business, and opportunities for the expression and 
growth of personal initiative and individual judgment be,assured. The preser- 
vation and ;expansion of such competition is basic not only to the economic 
well-being but to the security of this Nation. Such security and well-being 
cannot be realized unless the actual and potential capacity of smal] business is 
encouraged and developed. It, is the declured policy of the Congress that the 
Government should aid, counsel, assist, and protect, insofar as is possible, the 
interests. of small-business’ concerns: in order to preserve free competitive 
enterprise, to insure that a fair proportion of the total purchases and contracts 
for property and services for the Government (including but not limited to 
eontracts for maintenance, repair, and construction) be placed with small- 
business enterprises, and to maintain and strengthen the overall economy of the 
Nation. 

*(b) Further,.it is the declared policy of the Congress: that the Government 
should aid and assist victims of floods and other catastrophes. 

'“Sec. 3. (a). For the purposes of this Act; a small-business concern shall be 
deemed to be one which is independently owned and operated and which is 
not dominant in its field of ‘operation. In addition to the foregoing criteria 
the Administrator, in making a detailed definition, may use these criteria, 
among others: Number of employees and dollar volume of business. Where the 
number of employees is used as. one of the criteria in making such definition 
for any of the purposes of this Act, the maximum number of employees which 
a small-business concern may have under the definition shall vary from industry 
to industry to the extent necessary to reflect differing characteristics of such 
industries and to take proper account of other relevant factors. 

“(b) The’ Administrator shall without delay establish ‘a new definition, in 
eompliance with subsection (a); and if such new definition has not been estab- 
lished and placed in effect for all purposes of this Act within sixty days after 
the date of the enactment of this subsection, the definition which was in use 
by the Administrator for financial assistance purposes immediately prior to 
the date of the enactment of this subsection shall be in effect for all the pur- 
poses of this Act from the end of such sixty-day period until such time as the 
Administrator establishes and places in effect such new definition. Nothing in 
this subsection shall affect any small-business certificate issued under this Act 
before the enactment of this subsection, or restrict the authority of the Admin- 
istrator to issue such certificates under section 8 (b) (6). 

“Sec. 4. (a) In order to carry out the policies of this Act there is hereby 
ereated an agency under the name ‘Small Business Administration’ (herein 
referred to as the Administration), which Administration shall be under the 
general direction and supervision of the President and shall not be affiliated 
with or be within any other agency or department of the Federal Government. 
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The principal office of the Administration shall be located in the District of 
Columbia. The Administration may establish such branch and regional offices 
in other places in the United States as may be determined by the Administrator 
of the Administration. As used in this Act, the term ‘United States’ includes 
the several States, the Territories: and possessions of the United States, the 
Commonwealth of Puerto Rico, and the District of Columbia. 

“(b) The management of the Administration shall be vested in an Admin- 
istrator who shall be appointed from civilian life by the President, by and with 
the advice and consent of the Senate, and who shall be a person: of outstanding 
qualifications known to be familiar and sympathetic with small-business needs 
and problems. The Administrator shall not engage in any other business, 
vocation, or employment than that of serving as Administrator. The Adinin- 
istrator ‘is authorized to appoint three Deputy Administrators to assist in the 
execution of the functions vested in the Administration. 

“(c) The Administration is authorized to obtain money from the Treasury of 
the United States for use in the performance of the powers and duties granted to 
or imposed upon it by law, not to exceed a total of $650,000,000 outstanding at 
any one time. For this purpose appropriations not to exceed $650,000,000 are 
hereby authorized to be made to a revolving fund in the Treasury. Advances 
shall bé made to the Administration from the revolving fund when requested 
by the Administration. This revolving fund shall be used for the purposes enu- 
merated subsequently in sections 7 (a), 7 (b), and 8 (a). Not to exceed an 
aggregate of $500,000,000 shall be outstanding at any one time for thé purposes 
enumerated in section 7 (a). Not to exceed an aggregate of $125,000,000 shall 
be outstanding at any one time.for the purposes enumerated in. section 7 (b). 
Not to exceed an aggregate of $25,000,000 shall be outstanding at any one time 
for the purposes enumerated in. section 8 (a). ‘The Administration shall pay 
into miscellaneous receipts of the Treasury, at the close of each fiscal year, 
interest on the net amount of the cash disbursements from such advances at a 
rate determined by the Secretary of the Treasury, taking into consideration the 
current average rate on outstanding interest-bearing marketable public debt obli- 
gations of the United States of comparable maturities. 

““(d) There is hereby established a National Small Business Advisory Beard, 
which shall advise and consult with. 'the Administration in carrying ‘out’ the 
purposes of this Act. The Board shall consist of the Administrator, as chairman, 
the Secretary of the Treasury, the Secretary of Commerce, and not less than two 
nor more than six other individuals appointed by the Administrator who are 
familiar with small-business needs and problems and are truly representative 
of small-business interests. The Secretary of the Treasury and the Secretary 
of Commerce may each designate an officer from his Department, who has been 
appointed by the President by and'with the advice and consent of the Senate, 
to act in his stead as a member of the Board. 

“Sec. 5. (a) The Administration shall have power to adopt, alter, and ‘use:a 
seal, which shall be judicially noticed. ‘The’ Administrator is authorized, subject 
to the civil-service and classification laws, to select, employ, appoint, and fix the 
compensation of such officers, employees, attorneys, and agents as shall be neces- 
sary to carry out the provisions of this Act; to define their authority and duties; 
to provide bonds for. them in such amounts as the Administrator shall determine; 
and ‘to pay the costs of qualification of certain of them as notaries public. The 
Administration, with the consent of any. board, commission, independent establish- 
ment, or executive department of the Government, may avail itself on a reim- 
bursable-or nonreimbursable basis of the use of information, services, facilities 
(including any field service thereof), officers, and employees thereof, in carrying 
out the provisions of this Act. Subject to the standards and procedures under 
section 505 of the Classification Act of 1949, as amended, not to exceed fifteen 
positions in the Administration may be placed in grades 16, 17, and 18 of the 
Genéral Schedule established by that Act, and any such positions shall be addi- 
tional to the number authorized by such section. 

“(b) In'the performance of, and with respect to, the functions, powers, and 
duties vested in him by this Act the Administrator may—, 

“(1) sue and be sued in any court of record of a State having general 
jurisdiction, or in any United States district court, and jurisdiction is con- 
ferred upon such district court to determine such controveries without regard 
to the amount in controversy; but no attachment, injunction, garnishment, 
or other similar process, mesne or final, shall be issued against. the Adminis- 
trator or his property; 
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“(2) under regulations prescribed by him, assign or sell at public or private 
sale, or otherwise dispose of for cash or credit, in his discretion and upon 
such terms and conditions and for such consideration as the Administrator 
shall determine to be reasonable, any evidence of debt, contract, claim, per- 
songl property, or security assigned to or held by him in connection with 
the payment of loans granted under this Act, and to collect or compromise 

,all obligations assigned to or held by him and all legal or equitable rights 
accruing to him in connection with the payment of such loans until such 
tinie as such obligations may be referred to the Attorney General for suit 
or collection ; 

“(8) deal with, complete, renovate, improve, modernize, insure, or rent, 
or sell. for cash or credit upon such terms and conditions and for such 
consideration as the Administrator shall determine to be reasonable, any 
real property conveyed to or otherwise acquired by him in connection with 
the payment of loans granted under this Act; 

“(4) pursue to final collection, by way of compromise or otherwise, all 
claims .against third parties assigned to the Administrator in connection 
with loans made by him. This shall include authority to obtain’ deficiency 
judgments or otherwise in the case of mortgages assigned to the Adminis- 
trator. Section 3709 of the Revised Statutes, as amended (41 U.S. C., sec. 5), 
shall not.be construed to apply to any contract or hazard insurance or to any 
purchase or contract for services. or supplies on account of property obtained 
by the Administrator as a result of loans made under this Act if the premium 
therefor or the amount thereof does not exceed $1,000. The power to convey 
and to execute in the name of the Administrator deeds of conveyance, deeds 
of release, assignments and satisfactions of mortgages, and any other written 
instrument relating to real property or any. interest therein acquired by the 
Administrator pursuant to the provisions of this Act may be exercised by the 
Administrator or by any officer or agent appointed by him without the execu- 
tion of any express delegation of power or power of attorney. Nothing in this 

+ eos . 
section shall be construed to prevent the Administrator from delegating such 
power by order or by power of attorney, in his discretion, ‘to any officer or 
agent he "may appoint; 

“(5)° acquire, in any lawful manner, any property. (real, personal, or 
mixed, tangible or intangible), whenever deemed necessary or appropriate 
to the conduct of the activities authorized in sections 7 (a) and 7 (b) ; 

“(6) make such rules and regulations as he deems necessary ‘to carry 
out the authority vested in him by or pursuant to this Act; 

“(7). in addition to any powers, functions, privileges, and immunities 

-otherwise vested in him, take any and all actions, including the procure- 
ment of the services of attornéys by contract, determined by him to be neces- 
sary or desirable in making, servicing, compromising, modifying, liquidating, 
or otherwise dealing with or realizing on loans made under the provisions 

. of this Act; but no attorneys’ services shall be procured by contract in any 
office where an attorney or attorneys are or can be economically employed 
full time to render such services ; 

“(8) pay the transportation expenses and per diem in lieu of subsistence 
expenses, in accordance with the Travel Expense Act of 1949, for travel of 
any person employed by the Administration to render temporary services 
not in excess of six'months in connection with any disaster referred to in 
section 7 (b) from place of appointment to, and while at, the disaster area 
and any other temporary posts of duty and return upon completion of the 
assignment; and 

“(9) to accept the services and facilities of Federal, State, and’ local 
agencies and groups, both public and private, and utilize such gratuitous 
services and facilities as:may from time to time be necessary, to further the 
objectives of section 7 (b). 

“(¢): To such extent*as he finds necessary to carry out: the provisions of this 
Act, the Administrator is authorized to procure the temporary (not in excess of 
six. months) services: of experts or consultants ‘or organizations thereof, in- 
cluding stenographic reporting services, by contract or appointment, and in such 
cases such services shall be without regard to the civil-service and classification 
laws and, .except in the case of stenographic reporting services by organiza- 
tions, without regard to section 3709 of the Revised Statutes, as amended (41 
U. S. G.,. see. 5). Any individual so employed may be compensated at a rate 
not in excess of $50 per diem, and, while such individual is away from his 
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home or regular place of businéss, he may be allowed transportation and not 
to exceed $15 per diem in lieu of subsistence and other expenses. 

“SEC. 6. (a) All moneys of the Administration not otherwise employed may 
be deposited with the Treasury of; the United ‘States subject to check by author- 
ity of-.the’ Administration. The Federa] Reserve banks are authorized and 
directed to act as depositaries, custodians, and fiscal, agents for the Adminis- 
tration in the general performance of its. powers conferred by this Act. Any 
banks insured by the Federal Deposit Insurance Corporation, when designated 
by the Secretary of the ‘Treasury, shall act as custodians and financial agents 
for the Administration. Each, Federal Reserve. bank, when designated by the 
Administrator as fiscal agent for the Administration, shall be entitled to be 
reimbursed for all expenses incurred as such fiscal agent. 

‘“(b) The Administrator shall contribute to the employees’ compensation fund, 
on, the basis of annual billings as determined by the Secretary of Labor, for 
the benefit. payments made from such fund on account of employees® engaged 
in carrying out functions financed by the revolving fund established by section’ 
4 (c) of this Act. The annual billings shall also include a statement of the 
fair portion of the cost of the administration of such fund, which shall be paid 
by the Administrator into the Treasury as miscellaneous receipts. 

“Sec. 7. (a) .The Administration is empowered to make loans to. enable small- 
business concerns to’ fitiance plant construction, conversion, or expansion, in- 
cluding the acquisition of land; or. to finance the acquisition of equipment, 
facilities, machinery, ‘supplies, or materials; or to supply such concerns with 
working ¢apital to be used in the manufacture of articles, equipment, supplies, 
or materials for war, defense, or civilian production or as may be necessary to 
insure a well-balanced national economy; and such. loans may be made or 
effected either ‘directly or in cooperation with banks or other lending institutions 
through agreements to participate on an immediate or deferred,” basis. The 
foregoing powers shall -be subject, however, to the following restrictions and 
limitations: 

“(1) No financial assistance shall be extended pursuant tod this sub- 
section unless the financial assistance applied for is not’ otherwise available’ 
on reasonable terms. 

“(2) No immediate participation may be purchased unless it is shown, that 
a deferred participation is not available: and no loan may be made unless:it 
is shown that a participation is not available. 

“(3) In agreements to participate. in loans on a deferred basis unde 
this subsection, such participation by the Administration shall not be in 
excess of 90 per centum. of the balance of the-loan outstanding at the time 
of disbursement. r : 

“(4) Except as provided in paragraph (5), (A) no loan under this sub- 
section shall be made if the total amount outstanding and’ committed (by 
participation or otherwise) to the borrower from the revolving fund. estab- 
lished by this Act would exceed $250,000; (B) the rate of interest for the 
Administration’s share of any.such loan shall be no more than 5 per cen- 
tum per annum, and shall not be more than: the ‘rate prevailing within the 
Federal Reserve district, where the money loaned is to-be. used if such 
prevailing rate is lower than 5 per centum per annum; and (C) no,such 
loan, including renewals or extensions thereof, may be made for a period 
or periods exceeding ten years except that a loan made for the purpose of 
constructing facilities may have a maturity of ten years plus such addi- 
tional period as is estimated may be required to complete such construction. 

“(5) In the case of. any loan. made under this subsection’ to’a corpora- 
tion formed and capitalized by a’ group of small-business concerns with 
resources provided by them for the purpose of obtaining for the use of 
such concerns raw ‘materials, equipment, inventories, or supplies, or for 
establishing facilities for, such purpose, (A) the limitation of \$256.000 
prescribed in paragraph (4) shall not apply, but the limit of such loan shall 
be $250,000 multiplied. by the number, of separate small businesses which 
formed and capitalized such corporation; (B) the rate of interest for the 
Administration’s share of such Joan shall be no less than 3 nor more than 
5 per centum per annum; and (C) such loan, including renewals and ex- 
tensions ‘thereof, may not be made for a ‘period or periods exceeding. ten 
years except that if such loan is made for the purpose of constructing facili- 
ties it may have a maturity of twenty years plus additional time as is 
required to complete such construction, 
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“(6) The Administrator is authorized to consult with representatives of 
Small-business concerns with a view: to encouraging the formation by such 
eoncerns of the corporation referred to in paragraph (5). No.act or omis- 

| sion to act, if requested by the Administrator pursuant to this paragraph, 

| and if found and approved by the Administration as contributing to the needs 
of small business, shall be construed to be within the.prohibitions of the 
antitrust laws or the Federal Trade Commission Act of the United States. 
A- copy: of. the statement of any such finding and approval intended to be 
within the coverage of this section, and any modification or withdrawal 

; thereof, shall be furnished to the Attorney General and the Chairman of the 

Federal Trade Commission: when made, and it shall be published in the 
Federal Register. The authority granted in this paragraph shall be exer- 
cised only (A) by the Administrator, (B) upon the condition that the 
Administrator consult with the Attorney General-and with the Chairman of 
the Federal Trade Commission, and (C) upon the condition that the Adminis- 
trator obtain the approval of the Attorney. General before exercising such 
-authority. Upon withdrawal of any request or finding hereunder or upon 
withdrawal by the Attorney General of his approval granted under the pre- 
ceding sentence, the provisions. of this paragraph shall not apply to any 
subsequent act or omission to act by reason of such finding or request. 

‘“(7) All loans made under this subsection shall be of such sound value or 
so secured as reasonably to assure repayment. 

“(b) The Administration also is empowered— 

**(1) to make such loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an immedi- 
ate or deferred basis) as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes ; and 

“(2) to make such loans (either directly or in cooperation with banks or 
other.lending institutions through agreements to participate on an immediate 
or’ deferred basis) as the Administration may determine to be necessary or 
appropriate to any small-business concern located-in an area affected by a 
drought, if the Administration determines that the small-business concern 
has suffered. a substantial economic injury as a result of such drought and 
the President has determined under the Act entitled ‘An Act to authorize 
Federal assistance to States and local governments in major disasters, and 
for other purposes,’ approved September 30, 1950, as amended (42.0. S. C., 
secs. 1855-1855g), that such drought is a major disaster, or the Secretary of 
Agriculture has found under the Act entitled ‘An Act to abolish the Regional 
Agricultural Credit Corporation of Washington, District of Columbia, and 
transfer its functions to the Secretary of Agriculture, to authorize the Secre- 
tray of Agriculture to make disaster loans, and for other purposes’, approved 
April 6, 1949, as amended (12 U. 8. C., sees. 114Sa—1—1148a-3), that such 
drought constitutes a production. or economic disaster in such area. 

No loan, under this subsection, including renewals and extensions thereof, may 
be made for a period or periods exceeding twenty years. The interest rate on the 
Administration’s share of any loan made under this subsection shall not exceed 
3 per centum per annum. In agreements to participate in loans on a deferred 
basis under this subsection, such participation by the Administration shall not be 
in excess of 90 per centum of the balance of the loan outstanding at the time of 
disbursement. 

“(c) The Administration may further extend the maturity of or renew any 
loan made pursuant to this section, or any loan transferred to the Administration 
pursuant to Reorganization Plan Numbered 2 of 1954, for additional periods not 
to exceed ten years beyond the period stated therein, if'such extension or renewal 
will aid in the orderly liquidation of such loan. 

“Sec. 8. (a) It shall be the duty of the Administration and it is hereby em- 
powered, whenever it determines such action is necessary— 

“(1) to enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government. In any case in which the Administration certifies to any 
officer of the Government having procurement powers that the Administra- 
tion is competent to perform any specific Government procurement contract 
to be let by any such officer, such officer shall be authorized in his discretion 
to.let such procurement contract to the Administration upon such terms and 
conditions as may be agreed upon between the Administration and the pro- 
eurement officer ; and 
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“(2) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, or 
materials,or.parts thereof, or servicing or processing in connection there-’ 
with, or such management services ‘as May be necessary to enable the Adminis- 
tration to-perform. such contracts. 


“(b) It shall also be the duty of the Administration and it is hereby eripow- 


ered, whenever it determines such action is necessary— 


“(1) to provide technical and managerial aids to small-business concerns, 
by advising and counseling , on matters in connection with Government pro- 
curement and on’ policies, principles, and practices, of good management, 
including but not limited to cost.accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering, by 
cooperating and advising with voluntary business, professional, educational, 
and other nonprofit organizations, associations, and institutions and with 
other. Federal and State agencies, by ‘maintaining a clearinghouse fér in- 
formation concerning the managing, financing, and operation of small-busi- 
ness enterprises, by disseminating such information, and by such other activi- 
ties as are deemed appropriate by the Administration ; 

“(2).to make a complete inventory of all. productive facilities of small- 
business concerns or to, arrange for such inventory to be made by any: other 
governmental agency which has the facilities. "In making any such inven- 
tory, the appropriate agencies, in the several States may be requested to 
furnish an inventory of the productive facilities of small-business concerns 
in each respective State if-such an inventory is available or in prospect ; 

“(3) to coordinate and to ascertain’ the means by which the productive 
capacity of small-business concerns can be most effectively utilized ; 

“(4) to consult and cooperate with officers of the Government having 
procurement powers, in order’to utilize the potential productive capacity 
of plants operated by small-business concerns ; 

“(5) to obtain, information as to methods and practices which Government 
prime contractors utilize in, letting subcontracts and to take action to en- 
courage the letting of subcontracts by prime contractors to small-business 
concerns at prices and on conditions and terms which are fair and equitable ; 

“(6) to determine within any industry the concerns, firms, persons, cor- 
porations, partnerships, cooperatives, .or other business enterprises which 
are to be designated ‘small-business concerns’ for the purpose of effeetuat- 
ing the provisions of this Act. To carry out this, purpose the Administra- 
tor, when requested to do so, shall issue in response to each such request 
an appropriate certificate certifying an individual concern as a. ‘small-busi- 
hess concern’ in accordance with tle criteria expressed in this Act. Any 
such certificate shall be subject. to revocation when the concern covered 
thereby ceases to be a ‘small-business concern.’ Offices of, the Government 
having procurement or lending powers, or engaged in the disposal of Federal 
property or allocating materials or supplies, or promulgating regulations 
affecting the distribution of materials or supplies, shall accept as conclusive 
the Administration’s determination as to which enterprises.are to be desig- 
nated ‘small-business concerns’, as authorized and directed under this para- 
graph; 

“(7) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business concern or group 
of such concerns to perform a specific Government procurement contract. 
In any case in which a small-business concern or group of such concerns 
has been certified by or under the authority of the: Administration to be a 
competent Government contractor with respect to capaeity and cretlit as toa 
specific Government procurement contract, the officers of the Government 
having procurement powers are directed to accept such certification as con- 
clusive, and are authorized to, let such Government procurement, contract 
to such concern or group of concerns without requiring it to. meet any other 
requirement with respect to capacity and credit; 

“(8) to obtain from any Federal department, establishment, or agency 
engaged in procurement or in the financing of procurement or production 
such reports concerning the letting of contracts and subcontracts and, the 
making of loans to business concerns as it may deem pertinent in carrying 
out its functions under this Act; 
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“(9) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 
it appears that any small business is unable to obtain materials from its 
normal sources ; 

“(10) to make studies and recommendations to the appropriate Federal 
agencies to insure that.a fair proportion of the total purchases and contracts 
for property and services for the Government be placed with small-business 
enterprises, to insure that a fair proportion of Government contracts for re- 
search and development be placed with small-business concerns, and to insure 
a’fair and equitable share of materials, supplies, and equipment to small- 
business concerns ; 

“(11) to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small-business concerns shall receive fair and reason- 
able treatment from such agencies ; and 

(12) to establish such small business advisory boards and committees truly 
representative of. small business as may be necessary to achieve the purposes 
of this Act, in addition to the National Small Business Advisory Board estab- 
lished by section 4 (d). > 

“(e) The Administration shall from time to time make studies of matters 
materially affecting the competitive strength of small business, and of the effect 
on small business of Federal laws, programs, and regulations, and shall make 
recommendations to the appropriate Federal agency or agencies for the adjust- 
ment of such programs and regulations to the needs of small business. 

“Sec. 9. (a) The Administration. shall. make a report every six months of 
operations. under this Act to the President, the President of the Senate, and 
the Speaker of the House of Representatives. : Such report shall include the 
names of the business concerns to whom contracts are let and -for whom financ- 
ing is arranged by the Administration, together with the amounts involved, 
and such report shall include such other information and such comments and 
recommendations as the Administration may deem appropriate. 

“(b) The Administration shall. make a report to the President, the President 
of the Senate, and the Speaker of the House of Representatives, to the Senate 
Select Committee on Small Business, and to the House Select Committee To 
Conduct a’ Study and Investigation of the Problems of Smail Business, on June 
30 and December 31 of each year, showing as accurately as possible for each 
such period the amount of funds appropriated to it that it has expended in the 
conduct of each of its principal activities such as: lending, procurement, con- 
tracting, and providing technical and managerial aids. 

“(c) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any fac- 
tors which may tend to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concentration of economic 
power in the course of the administration of this Act. The Attorney General 
shall submit to the Congress and the President, at such times as he deems de- 
sirable, reports setting forth the results of such surveys and including such 
recommendations as he may deem desirable. 

“(d) For the purpose of aiding in carrying out the national policy to insure 
that a fair proportion of the total purchases and contracts for property and 
services for the Government be placed with small-business enterprises, and to 
maintain and strengthen the overall economy of the Nation, the Department of 
Defense shall make a monthly report to the President, the President of the Sen- 
ate, and the Speaker of the House of Representatives not less than forty-five 
days after the close of the month, showing the amount of funds appropriated 
to the Department of Defense which have been expended, obligated, or con- 
tracted to be spent, with small-business concerns and the amount of such funds 
expended, obligated, or contracted to be spent with firms other than small busi- 
ness in the same fields of operation; and. such monthly reports shall show sepa- 
rately the funds expended, obligated, or contracted to be spent for basic and 
applied scientific research and development. 

“¢e) The Administration shall retain all correspondence, records of inquiries, 
memoranda, reports, books; and records, including memoranda as to all investi- 
gations conducted by or for the Administration, for a period of at least one year 
from the date of each thereof, and shall at all times keep the same available for 
inspection and examination by the Senate Select Committee on Small Business 
and the House Select Committee To Conduct a. Study and Investigation of the 
Problems of Small Business, or their duly authorized representatives. 
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“(f) To the extent deemed necessary by the Administrator to protect and pre- 
serve small-business interests, the Administration’ shall consult and cooperate 
with other departments and agencies of the Federal Government in the formula- 
tion by the Administration of policies affecting small-business concerns. When 
requested by the Administrator, each department and agency of the Federal ‘ 
Government shall consult and cooperate with the Administration in the formula- 
tion by such department or agency of policies affecting small-business concerns, 
in order: to insure that ‘small-business interests ‘will be recognized, protected, 
and preserved. This subsection shall not require any department or agency to 
consult or: cooperate with the Administration in any case where the head of 
such department or agency determines that such, consultation or cooperation 
would unduly delay action which must be taken by such department or agency 
to protect the national interest in an emergency. . ; 

“Sec: 10. (a) The President is authorized to consult with representatives of 
small-business concerns with a. view to encouraging the making by such persons 
with the approval of the President:of voluntary agreements and programs. to 
further the objectives of this Act. 

“(b) No act or omission to act pursuant to this Act which occurs while this 
Act is in effect, if requested by the President pursuant to a yoluntary agree- 
ment or program approved under subsection (a) of this section and found by 
the President to. be in the public interest as contributing to the national defense, 
shall be construed. to be within the prohibitions of .the antitrust laws or the 
Federal Trade Commission Act of the United States.” A copy of each suth re- 
quest intended to be within the coverage of this section, and any modification 
or withdrawal thereof, shall be furnished to the Attorney General and’ the 
Chairman Of the Federal Trade Commission. when, made, and it shall be pub- 
lished in. the Federal Register unless publication thereof would; in the opinion 
of the President, endanger the national security. 

“(c) The authority granted in subsection (b) of this section:shall be delegated 
only (1) to an official who shall for the purpose of such delegation be required 
to be appvinted by the President by and with the advice and consent of the 
Senate, (2) upon the condition that such official consult with the Attorney Gen- 
eral and the Chairman of the Federal Trade Commission not less than ten days 
before making any request or finding thereunder, and (3) upon the condition 
that such official obtain the approval of the Attorney General to any request 
thereunder before making the request. 

“(d) Upon withdrawal of any request or finding hereunder, or upon’ with- 
drawal by the Attorney General of his approval of the voluntary agreement or 
program on which the request or finding is based, the provisions of this Sectien 
shall not apply to any subsequent act, or omission to act, by reason of such finding 
or request. 

“Sec. 11. The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to small- 
business problems. In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or agency from which the transfer is made. 

“Sec. 12. No loan shall be made or equipment, facilities, or services furnished 
by the Administration under this Act to any business enterprise unless the 
owners, partners, or officers of such business enterprise (1) certify to the Ad- 
ministration the names of any attorneys, agents, or other persons engaged by 
or on behalf of such business enterprise for the purpose of expediting applica- 
tions made to the Administration for assistance of any sort, and the fees paid 
or to be paid to any such persons; (2) execute an agreement binding any such 
business enterprise for a period of two years after any assistance is rendered by 
the’ Administration. to such business enterprise, to refrain from employing, 
tendering any office or employment to, or retaining for professional services,.any 
person who, on the date such assistance or any part thereof was rendered, or 
within one year prior thereto, shall have served as an officer, attorney, agent, or 
employee of the Administration occupying a position er engaging in activities 
which the Administration shall-have determined involve discretion with respect 
to the granting of assistance under this Act; and (3) furnish the names of 
lending institutions to which such business enterprise has applied for loans 
together with dates, amounts, terms, and proof of refusal. 

“Sec. 13. To the fullest extent the Administration deems practicable, it, shall 
make a fair charge for the use of Government-owned property and make and let 
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contracts on a basis that will result in a recovery of the direct costs incurred 
by the Administration. 

“Src. 14. To effectuate the purposes of this Act, small‘business concerns within 
the meaning of this Act shall receive any award or contract or any part thereof 
as to which it is determined by the Administration and the contracting procure- 
ment agency (1) to be in the interest of maintaining or mobilizing the Nation’s 
full productive capacity, or (2) to be in the interest of war or national defense 
programs. Whenever the Administration and the contracting procurement agency 
fail to agree, the matter shall be submitted for determination to the Secretary 
or the head of the appropriate department or agency by the Administrator. 

“Sec. 15. (a) Whoever makes any statement knowing it to be false, or whoever 
willfully overvalues any security, for the purpose of obtaining for himself or. for 
any applicant any loan, or extension thereof by renewal, deferment of action, or 
otherwise, the acceptance, release, or substitution of security therefor, or for the 
purpose of influencing in any way thé action of the Administration, or for the 
purpose of obtaining money, property, or anything of value, under this Act, 
shall be punished by a fine of not more than $5,000 or by imprisonment for not 
more than two years, or both. 

“(b) Whoever, being connected in any capacity with the Administration, (1) 
embezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securi- 
ties, or other things of value, whether belonging to it or pledged or otherwise 
entrusted to it, or (2) with intent to defraud the Administration or any other 
body politic or corporate, or any individual, or to deceive any officer, auditor, 
or examiner of the Administration, makes any false entry in any book, report, 
or statement of or to the’ Administration, or, without being duly authorized, 
draws any order or issues,’ puts forth, or assigns any note, debenture, bond, or 
other obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof, 
or (3). with intent to defraud participates or shares in or receives directly or 
indirectly any money, profit, property, or benefit through any transaction, loan, 
commission, contract, or any other act of the Administration, or (4) gives 
any unauthorized information concerning any future action or plan of the Ad- 
ministration which might affect the value of securities, or, having such knowl- 
edge, invests or speculates, directly or indirectly, in the securities or property 
of any company or corporation receiving loans or other assistance from the 
Administration, shall be punished by a fine of not more than $10,000 or by 
imprisonment for not more than five years, or both. 

“Sec. 16. The Administration shall not duplicate the work or activity of any 
other department or agency of the Federal Government and nothing contained 
in this Act shall be construed to authorize any such duplication unless such work 
or actiyity is expressly provided for in this Act. 

“Sec. 17. If any provision of this Act, or the application thereof to any person 
or circumstances, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shall not be affected thereby. 

“Sec. 18. There are hereby authorized to be appropriated such sums as may 
be necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

“Src. 19. All laws and parts of laws inconsistent with this Act are hereby re- 
pealed to the extent of such inconsistency.” 

Sec. 3. The fourth paragraph of section 24 of the Federal Reserve Act is 
amended (1) by striking out “or the Small Business Administration” and “or 
of the Small Business Act of 1953,”, and (2) by adding at the end thereof the 
following new sentence: “Loans in which the Small Business Administration 
cooperates through agreements to participate on an immediate or deferred basis 
under. the Small Business Act shall not be subject to the restrictions or limita- 
tions of this section imposed upon loans secured by real estate.” 

Passed the House of Representatives June 25,.1957. 


Attest: 
RALPH R. Roserts, Clerk. 





[S. 2729, 85th Cong., 1st sess.] 


A BILL To authorize the Secretary of the Treasury to extend the maturities of or renew 
certain loans made by the Reconstruction Finance Corporation in aid of. the orderly 


liquidation of such loans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Secretary of the Treasury is hereby 
authorized to further extend the maturity of or renew any loan transferrd to 
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the Secretary of the Treasury pursuant to Reorganization Plan Numbered 1 of 
1957, for additional periods not to exceed fifteen years, if such extension or 
renewal will aid in the orderly liquidation of such loan. 





({S. 2825, 85th Cong., Ist sess.] 


A BILL To amend the ‘Small Business Act of 1953 to include within the definition of a 
small business concern certain agricultural enterprises 


Be it enactéd by the Senate and House of Representatives of the, United States 
of America in Congress assembled, That section 203 of the Small Business Act 
of 1953 is amended to read as follows: 

“Sec. 203. (a) For the purposes of this title, a small business concern (1) 
shall be deemed.to be one which is independently owned and operated and which 
is not dominant in its field of operation; and (2) shall include, along with other 
types of business enterprises, (A) any corporation engaged in the raising for 
sale of:agricultural products (including livestock, ‘poultry, bees, or birds), the 
processing or canning of such products for sale, or the developing, leasing, or sale 
of farms, or lands for the production of such products, or (B) any individual, 
cooperative, partnership, association, or other entity engaged in the sale of 
such products. 

“(b) In addition to the criteria contained in subsection (a), the Administra- 
tion, in making:a detailed definition, may use, among other criteria, the-following: 
Number of employees and dollar volume.of business.” 


[S. 2998, 85th Cong., 2d sess.] 


A BILL To expand the opportunities of small businesses to participate in and to derive the 
benefits from research and development 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Small 
Business Research and Development Act of 19538.” 

Sec. 2. The Small Business Act of 1953, as amended, is amended by inserting 
after section 212 a new section as follows: 

“Sec, 212A. SMALL BUSINESS RESEARCH AND DEVELOPMENT.— 

“(a) Research and development are major factors in the growth and progress 
of industry and the national economy. The expense of carrying on résearch 
and development programs is beyond the means of many small-business concerns, 
and such concerns are handicapped in obtaining the benefits of research and 
development programs conducted at Government expense. These small-business 
concerns are thereby placed at a competitive disadvantage... This weakens the 
competitive free-enterprise system and prevents the orderly development 6f the 
national economy. It is the policy of the Congress that assistance be. given 
to small-business concerns to enable them to undertake and to obtain the benefits 
of research and development in order to maintain and strengthen the competitive 
free-enterprise system and the national economy. 

“(b) It shall be the duty of the Administration, and it is hereby empowered— 

“(1) to assist small-business concerns to obtain Government contracts for 
research and development ; and 

“(2) to assist small-business concerns to obtain the benefits of research 
and development performed under Government contracts or at Government 
expense. 

“(e) The Administration is authorized. to consult and cdoperate with all 
Government agencies and to make studies and recommendations to such agencies. 
and such agencies are authorized and directed to cooperate with ‘the Administra- 
tion in order to carry out and to accomplish the purposes of this section. 

“(d) (1) The Administrator is authorized to consult with representatives 
of small-business concerns with a view. to assisting and encouraging such firms 
to undertake joint programs. for research, and development carried out through 
such corporate or other mechanism as may be most appropriate for the ; 1rpose. 

“(2) The Administrator may, :fter consultation with the Attorney General 
and the Chairman of the Federal ‘Trade Commission, 2nd with the’ prior: written 
approval of the Attorney General, approve any agreement between small-business 
firms providing for a joint program of research and. development, if the: Admin- 
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istrator finds that the joint program proposed will maintain and strengthen 
the free-enterprise system and the economy of the Nation. The Administrator 
or the Attorney General may at any time withdraw his approval of the agreement 
and the joint program of research and development covered thereby, if he finds 
that the agreement or the.joint:program carried on under it is no longer in 
the best interests of the competitive free-enterprise system and the economy 
of the Nation. A copy of the statement of any such finding and approval 
intended to‘be within the coverage of this subsection, and a copy of any ‘modifi- 
cation or withdrawal of approval, shall be published in the Federal Register. 
The authority conferred by this subsection on the Administrator shall not be 
delegated by him. 

“(3) No act or omission to act pursuant to and with the scope of any joint 
program for research and development, under an agreement approved by the 
Administrator ‘under this subsection, shall be construed to be within the pro- 
hibitions of the antitrust laws or the Federal Trade’ Commission Act. Upon 
publication in the Federal Register of the notice of withdrawal of. his approval 
of the agreement granted under this subsection, either by the Administrator 
or by the Attorney General, the provisions of this subsection shall not apply to 
any subsequent act or omission to act by reason of such agreement or approval.” 


[S. 3319, S5th Cong., 2d. sess. ] 


A BILL To make the. provisions of section 3466 of the Revenue Statutes inapplicable to 
debts due the Small Business Administration 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, .That section 205 (b) (2) of the Small 
Business Act of 1953 is amended by inserting before the semicolon a colon and 
the following: “Provided, That any debt due the Administration which is out- 
standing on or after the effective date of this proviso shall not be entitled to the 
priority available to the United States pursuant to section 3466 of the Revised 
Statutes (31 U. S. C. 191)”. 


[S. 3434, 85th Cong., 2d sess. ] 


A BILL To provide for disaster loans to small business concerns which suffer economic 
injury due to federally aided highway construction programs 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207-(b) (1) of the Small Busi- 
ness Act of 1953, as amended, is amended by inserting before the word “floods” 
the words “condemnation proceedings under federally aided highway construc- 
tion programs, or because of”. 


{S. 3453, 85th Cong., 2d sess.] 


A BILL To authorize assistance under the Small Business Act of 1953 to small-business 
concerns adversely affected by programs under the Soil Bank Act 


Be jt enacted by the Senate and House of Representatives of the United States 
of America in Congress.assembled, That section 207 (b) (1) of the Small Busi- 
ness Act’ of 1953 is amended by inserting “(A)” immediately after “to be neces- 
sary or appropriate”, and by inserting before the first colon a comma and the 
following: “and (RB) to any small-business concern if the Administration deter- 
mines that the small-business concern has suffered a substantial economic 
injury as a result of programs administered by the Secretary of Agriculture 
under: the provisions of the Soil Bank Act”. 

Sec. 2. Section 204 (b) of the Small Business Act of 1953 is amended— 

(1) by striking out ‘$455,000,000" wherever it appears and. inserting 
in lieu thereof “$505,000,000” ; and 

(2) by striking out “$125,000,000” and inserting in lieu thereof “$175,- 
000,000". 
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[S. 3664, 85th Cong., 2d sess.] 


AB ILL To provide assistance to small-business concerns to facilitate adjustments made 
necessary by the foreign trade policy,of the United States, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congréss assembled, That (a) section 207 of the Small Business 
Act of 1953, is amended by adding at the end thereof a new subsection as follows: 

“(e) (1) The Administration also may make such loans (either directly or in 
cooperation with banks or other lending institutions through agreements to par- 
ticipate on an immediate or deferred basis) as it may determine to be necessary 
or appropriate to enable individual small-business concerns which have been 
adversely affected by the foreign trade policies of the United States to adjust to 
changed economic ‘conditions through plant construction, conversion, or expan- 
sion (including the acquisition of land), the-acquisition of new equipment, 
facilities, machinery, supplies, or materials, or the liquidation thereof, or as may 
otherwise be required to meet such changed conditions. 

(2) For purposes of this subsection, a small-business concern shall be con- 
sidered to have been adversely affected. by the foreign trade ‘policies of the 
United States if the Administrator finds that— 

“(A’) it is ‘a member of an industry concerhing which the United States 
Tariff Commission, in a proceeding under section 7 of the Trade Agreements 
Extension. Act of 1951 (the so-called ‘escape clause’), has made a recom- 
mendation for action hy the President to prevent or remedy injury to such 
industry ; 

“(B) the President has failed to take such action within the time specified 
in subsection (c) of such section 7; and 

“(C) such small-business. concern has actually suffered serious economic 
injury from increased imports of a product upon which the concession has 
been granted under a foreign trade agreement. 

“(3) No.loan under this subsection (including renewals and extensions 
thereof) shall be made for a period or periods exceeding twenty years, or bear 
interest, on the Administration’s share of the loan, at a rate in excess of 3 per 
centum per annum. | 

“(4) A certificate of eligibility shall be issued by the Administrator, upon 
request, to any small- business concern which meets the requirements of para- 
graph (2) of this subsection.’ 

(b) Section’ 204 (b.) of such Act is amended— 

(1) by striking out ‘$455,000,000” wherever it appears and inserting in 
lieu thereof $555,000,000” ; 

(2) by inserting “, and (c)” before the period at the end of the fourth 
sentence ; and 

(3)by inserting immediately before. the last sentence a new sentence as 
follows: “Not to exceed an aggregate of $100,000,000 shall be outstanding 
at any one time for the purposes enumerated in section 207 (¢).” 

Sec. 2. Section 217 (b) of the Small Business Act of 1953 is amended by 
inserting immediately after the phrase “to the national defense” the phrase “or 
to the well-being of small. business in an industry which has been adversely 
affected by the foreign trade policies of the United States”. 

Sec. 3. The Secretary. of Commerce, acting through the Office of Area Devel- 
opment, shall provide technical assistance and advice, upon the request of any 
small-business concern to which a certificate of eligibility has been issued under 
section 207 (c) (4) of the Small Business Act of 1953, to ‘aid such concern to 
adjust, through plant conversion, relocation, or otherwise, to changed economic 
conditions resulting from the foreign trade policies of the United Statés. 

Sec. 4. -(a) Section 167 of the Internal Revenue Code of 1954 (relating to the 
deduction for depreciation) is amended by redesignating subsection (h) as (i), 
and by inserting after subsection (g) the following new subsection : 

“(h) SMALL-BUSINESS CONCERNS INJURED BY UNITED STATES FOREIGN TRADE 
PoLicy. 

“(1) SPECIAL RULE.—In the case, of property described in pavagraph (4) 
used in a trade 6r business by a small-business concern which, within the 
meaning of paragraph (2), has been adversely affected by the foreign trade 
policies of the United States, the reasonable allowance under subsection 
(a) shall, at the election of the taxpayer, be— 
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“(A) an amount equal to twice the amount computed under the 
method of depreciation used in respect of such property for the taxable 
year preceding the first taxable year in which this subsection applies 
to such property, or 

“(B) an amount computed under the method of depreciation described 
in subsection (b) (1) and computed, with respect to the adjusted basis 
of such property on the first day of the first taxable year in which 
this subsection applies to such property, as if (i) such property had 
been acquired on such first day, and (ii) such property had a useful 
life of 5 years. 

Nothing in this subsection shall be construed to limit or reduce an allowance 
otherwise allowable under subsection (a). 

“(2) SMALL-BUSINESS CONCERNS ADVERSELY AFFECTED BY UNITED STATES 
FOREIGN TRADE POLICY.—For purposes of paragraph (1), a small-business con- 
cern shall be considered to be adversely affected by the foreign trade policies 
of the United States only if the Small Business Administration has issued a 
certificate of eligibility to such concern under section 207 (c)-(4) of the Small 
Business Act of 1953 as a small-business concern which meéts the require- 
ments of section 207 (c) (2) of such Act: 

“(3) TAXABLE YEARS TO WHICH APPLICABLE.—Subject to the provisions’ of 
paragraph (5), paragraph (1) shall apply with respect to any property used 
in a trade or business by a small-business concern only for the taxable year 
in which the Small Business Administration issues the certificate referred 
to in paragraph (2) to such concern, and for the four taxable years succeed- 
ing such taxable year. 

(4) PROPERTY TO WHICH APPLICABLE~—Paragraph (1) shall apply only 
to mpm which is— 

“(A) used in its trade or business by a small-business concern on 
the date on which the Small Business Administration issues the certifi- 
cate referred to in paragraph (2) to such concern; and 

“(B) used in the industry described in section 207 (c) (2) (A) of 
the Small-Business Act of 1953 in respect of which such certificate is 
issued. 

“(5) ELectiron.— 

“(A)* WHEN AND HOW MADE.—An election to compute the allowance 
allowed as a. deduction by subsection (a) with reference to this subsec- 
tion shall be made, with respect to any property used in a trade or 
business by a small-business concern, at the time of filing the return for 
the taxable year in which the Sinall Business Administration issues 
the certificate referred to in paragraph (2) to such concern. Such 
election shall be made in such manner as the Secretary:or his delegate 
shall prescribe. At the time of making such election, the taxpayer shall 
select the method provided in subparagraph (A) or (B) of paragraph 
(1) to be used in computing such allowance with respect to such property. 

“(B) Errect.—An election under subparagraph (A) shall be effective 
for the taxable year for which the return in connection with which the 
election is made is filed and, unless sooner terminated as provided in 
subparagraph (C), for the four taxable years succeeding such taxable 
year. 

“(C) Revocation.—An election under subparagraph (A) may be 
revoked by the taxpayer at the time of filing his return for any of the 
four taxable years succeeding the taxable year for which the election 
was made. Such revocation shall be effective for the taxable year for 
which such return is filed and for succeeding taxable years. “Such 
revocation shall be made in such manner as the Secretary or his dele- 
gate shall prescribe.” 

(b) Part VI of subchapter B of chapter 1 of the Internal Revenue Code of 
(relating to itemized deductions for individuals and corporations) is 


amended by adding at the end thereof the following new section: 
“SEC. 178. AMORTIZATION OF CERTAIN FACILITIES OF SMALL BUSINESSES AD- 


VERSELY AFFECTED BY FOREIGN TRADE POLICIES. 


“(a) GENERAL RULE.— 





“(1) ALLOWANCE OF DEDUCTION.—In the case of— 
“(A) a corporation which is a small-business concern which has been 
adversely affected by the foreign trade policies of the United States, or 
“(B) an individual who owns a proprietary interest in an unincor- 
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porated small-business concern which has been adversely affectéd by’ the 

foreign trade policies of the United States, 
there shall be allowed, at the election of the taxpayer, a deduction with 
respect to the amortization of the adjusted basis (for determining gain) of 
any conversion facility (as défined in subsection (d)) based on a period of 
60 months. The 60-month period shall begin as to any facility, at the. 
election of the taxpayer, with the month following the month in which the 
facility was completed, or with the succeeding taxable year. 

(2) AMOUNT OF DEDUCTION.—The amortization deduction provided in 
paragraph (1) shall be an amount, with respect to each month of the 
amortization period within the taxable year, equal to the adjusted basis. 
of the facility at the end of such month, divided by the number of months 
(including the’ month for which the deduction is computed) remaining in 
the period. Such adjusted basis at the end of the month shall be computed 
without regard to the amortization deduction for such month. The amorti- 
zation deduction above provided with respect to.any month shall be in lieu 
of the depreciation deduction with respect to such facility for such month 
provided by section 167. 

““(b) ELECTION OF AMORTIZATION —The election of, the taxpayer under sub- 
section (a) to take’ the amortization deduction and to begin the 60-month period 
with the month following the month in which the facility was completed shall 
be made only by a statement to that effect in the return for the taxable year in 
which the facility was completed: ‘The election of the taxpayer under subsection 
(a) to take the amortization deduction and to begin such period with the taxable 
year succeeding such year shall be made only by a’ statement to that effeet in. 
the return for such succeeding taxable year. Notwithstanding the ‘preceding 
two sentences, the election of the taxpayer under subsection (a) may be made, 
under such regulations as the Secretary or. his delegate may prescribe, before the 
time prescribed in the applicable sentence. 

““(c) TERMINATION OF AMORTIZATION DepUCTION.—A taxpayer which has elected 
under subsection (b) to take the amortization deduction provided in subsection 
(a) may, at any time after making such election, discontinue the amortization 
deduction with respect to the remainder of the amortization period, such discon- 
tinuance to begin as of the beginning of any month specified by the taxpayer in 
a notice in writing filed with the Secretary or his delegate before the beginning 
of such month. The depreciation deduction provided under section 167 shall be 
allowed, beginning with the first: month as to which the amortization deduction 
does not apply, and the taxpayer shall not be entitled to any further amortization 
deduction with respect to such facility. 

“(d) DerrniTions.—For purposes of this section— 

“(1) CoNvVERSION FACILITy.—The term ‘conversion facility’ means any 
facility, land, building, machinery, or equipment; or any part thereof,. the 
construction, reconstruction, erection, installation, or acquisition of which 
was completed after the date of the enactment of this section, and with re- 
spect to which a certificate under subsection (e) has been made. In no,event 
shall an amortization deduction’ bé allowed in respect of ‘any conversion 
facility for any taxable year unless a certificate in respect thereof under 
this paragraph shall have been made before the filing of the taxpayer’s re- 
turn for such taxable year. 

**(2) SMALI-BUSINESS CONCERN.—The term ‘small-business concern’ means 
a corporation, partnership, or proprietorship engaged in carrying on a' trade 
or business which meets the criteria of a small-business concern set. forth 
in section 203 of the Small Business Act of 1953 and the criteria éstab- 
lished by the Small Business Administration under such section. 

“(3) SMALL‘BUSINESS CONCERNS ADYERSELY AFFECTED BY THE FOREIGN TRADE 
POLICIES» OF’ THE UNITED STATES:—A small-business concern shall, be con- 
sidered to .be adversely affected by the foreign trade policies of the, United 
States only if the Small Business Administration has issued a certificate 
of eligibility. to. such concern under section 207 (c) (4) of the Smail 
Business Act’ of 1953 as a small-business concern which meets the 'require- 
ments of section 207 (c) (2) of such Act. 

““(e) DETERMINATION OF ADJUSTED BASIS OF CONVERSION. Facriity.—— 

“(1) GENERAL RULE.—For purposes of subsection (a), in determining 
the adjusted basis Of a conversion facility there ‘shall be included ‘only 
so much of the amount of the adjusted. basis or such facility. (computed 
without regard to this section) as is properly attributable toe such. con- 
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struction, reconstruction, erection, installation, or acquisition after the date 
of the enactment of this section as the Small Business Administration has 
certified as necessary to enable the small-business concern either (A) to 
develop new or different lines of production, or (B) to renovate its pro- 
ductive facilities, and only such portion of such amount as such Admin- 
istration has certified as attributable to the need of the small-business 
concern to develop new or different lines of production, or to renovate its 
productive facilities, because of the foreign trade policies of the United | 
States. Such certification shall be under such regulations as may be 
prescribed from time to time by thé Small Business Administration. An 
application for a certificate must be filed at such time and in such manner 
as may be prescribed by such Administration under such regulations but 
in no event shall such certificate have any effect unless an application 
therefor is filed before the. expiration of six months after the beginning 
of such construction, reconstruction, erection, or installation, or the date 
of such acquisition. 

“(2) SEPARATE FACILITIES ; SPECIAL RULE.—After the completion or acqui- 
sition of any conversion facility with respect to which a certificate under 
paragraph (1) has been made, any expenditure (attributable to such facility 
and to the period after such completion or acquisition) which does not 
represent construction, reconstruction, erection, installation, or acquisition 
included in such certificate, but with respect to which a separate certificate 
is made, shall not be applied in adjustment of the basis of such facility, 

- but a separate: basis shall be computed therefor pursuant to paragraph 
(1), as if it were a new and separate conversion facility. 
“(f) Dieprectation Depucrion.—If the adjusted basis of the conversion 
facility .(computed. without regard to subsection (e)) exceeds the adjusted 
basis computed. under subsection (e), the depreciation deduction provided by 


, section 167 shall, despite ‘the provisions of subsection (a) (2) of this section, be 


alfowed with respect to such conversion facility as if the adjusted basis for 
the purpose of such deduction were an amount equal to the amount of such 


excess. 
“(g). Lire TENANT AND REMAINDERMAN.—In the case of property held by 


one’ person for life with remainder to another person, the amortization deduc- 

tion provided in. subsection (a) shall be computed as if the life tenant were the 
absolute owner of the property and shall be allowed to the life tenant. 

“(h)- Cross REFERENCE.— 

“For special rule with respect to gain derived from the sale or exchange of property, 

the adjusted basis of which is determined with regard to this section, see section 1238.” 

(c) The table of sections for stich part is amended by adding at the end 

thereof 

“Sec. 178. Amortization of certain facilities of small businesses adversely affected 

by foreign trade policies.” 


(d) Section’ 1238 of the Internal Revenue Code of 1954 (relating to amorti- 


‘gation in excess of depreciation) is amended by inserting after “section 168 


(relating to amortization deduction of emergency facilities)’ the following: 
“or section 178 (relating to amortization deduction of certain facilities of small 
businesses, adversely, affected by foreign, trade policies)’. 

(e) The amendments made by this section shall apply only to taxable years 
ending:after the date of the enactment of this Act. 


[S. 3791, 85th Cong., 2d’ séss. ] 


A BILL To authorize assistance under the Small Business Act of 1953 to certain small- 
business concerns displaced as a result of urban renewal activities under the Housing Act 
of 1949. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 (b) (1) of the.Small Busi- 
ness Act of 1953 is amended by inserting “(A)” immediately after “to be neces- 
sary or appropriate”, and; by inserting before the first colon a comma and the 
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following: ‘and (B) to any small-business concern if the Administration deter- 
mines that the small-business concern has suffered a substantial economic 
injury (for which reimbursement or compensation is not otherwise made, exclu- 
sive of relocation payments, if any, under section 106 (f) of the Housing Act of’ 
1949), as a result of its displacement by an urban renewal project included in an 
urban renewal area respecting which a contract for capital grant has been ex- 
ecuted under such Act”. ? ; 


[S. Res. 188, 85th Cong., 1st sess.] 
RESOLUTION 


Whereas the Congress of the United States on numerous occasions has ex- 
pressed its interest that small-business concerns be given a, fair share of the 
procurement dollars spent by the Department of Defense ;.and 

Whereas Congress, in the First War Powers Act of 1941, as amended in.1951; 
the Defense Production Act of 1950; the Small Business Act of 1953; the Armed 
Services Procurement Act of 1947; the Federal Property and Administrative 
Services Act of 1949; the Universal Military Training and Services Act of 
1948; and the Department of Defense: Appropriation Act of 1957, has declared 
that small-business concerns should receive a fair share of the purchases 
and prime contracts for supplies and services made by the Government; and 

Whereas of the $17,750,084,000 spent in fiseal year 1956 by the Department of 
Defense in the continental United States small-business concerns received only 
$3,475,315,000, or 19.6 per centum, and such concerns have received only 19.2 per 
centum of the $144,255,000,000 spent in the continental United States, in the past 
six years; and 

Whereas the percentage awarded to small-business firms in the current fiscal 
year, 1957, according to current estimates, will decline to approximately 16.5 
per centum ; Now, therefore, be it 

Resolved, That it is the sense of the Senate— 

(1) that, if reasonable progress is to be achieved toward the ultimate 
goal of obtaining. for. the small-business ‘segment of our economy a fair 
share of the purchases and prime contracts made or entered into by the 
military services, small-business concerns’ should receive from such pur- 
chases and prime contractors hot less than 25 per centum of the procurement 
dollars expended each year by the Department of Defense; 

2) that, in the procurement of supplies and services which ‘small-business 
concerns are readily capable of furnishing, the military services should 
award a much. higher percentage of their prime contracts to such’.con- 
cerns in order to compensate for. procurements which by their nature are 
heres the capabilities of small-business concerns ; 

3) that, in order to achieve an increase in the percentage of procurement 
Sbtiave going to small-business concerns by way of prime contracts, the mili- 
tary services should review the products not ‘now considered to be within 
the production capabilities of small-business concerns with a ‘view to deter- 
mining whether some of these products cannot in fact be obtained from such 
concerns’: 

(4) that the Research and: Development Program of the Department of 
Defense affords one of the greatest areas available for increasing the partici- 
pation of small business in military procurement ; and 

(5) that more emphasis should be given to the “set -aside” program for 
small business, provided in the Small:Business Act of 1953, in order ‘that 
small-business concerns will participate to the maximum extent in the 
award of prime contracts for supplies. and services now ‘considered by. the 
Department of Defense to be within their capacity to furnish. 
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SMALL BUSINESS ADMINISTRATION, 
‘ OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., October 25, 1957. 

Re S. 2825, to’ amend the Small Business Act of 1953 to include within the 

definition of a small business concern certain agricultural enterprises. 
Hon. J. W.: Futsriecnt, 

Chairman, ‘Committee on Banking end Currency, 
United States Senate, Washington, D.C. 


. Dear Senator Fursricnt: Further reference is made to your letter of Au- 
gust 22, 1957, requesting our comments on the captioned bill. 
iS. 2825 is designed to empower this agency to make business loans to four 
types of enterprises : 


1. Corporations engaged in the raising of agricultural products for sale 


At the present time, all of the Government’s loan programs for farmers are 
administered by the Department of Agriculture. Under its supervision, the 
Farmers’ Home Administration makes loans to individual farmers for operating 
purposes, for the improvement or purchase of farms, for soil and water con- 
servation, etc. Although corporations engaged in farming are not eligible 
for assistance. under these normal programs, they,may obtain loans from the 
Farmers’ Home Administration under emergency conditions, as where their 
production is disrupted by natural calamity. If a normal loan program is to be 
established for corporations engaged in farming, it should not, as proposed by 
S.: 2825, be segregated from thé closely related lending activities of the Depart- 
ment of Agriculture and delegated to the Small Business Administration. 

Moreover, this agency lacks the technical knowledge of farming: which is 
indispensable to proper administration of such a program, If the Congress 
were to delegate the task to us, we should be compelled ‘to call upon the Depart- 
ment for advice in deciding such essential questions as the ability of.an appli- 
cant to repay, the value and sufficiency of collateral, ete. 

For the foregoing reasons. I believe that, if the Congress finds it desirable 
to establish 4 normal loan program for" corporations engaged in farming, the 
duty of administration of such a program should be assigned to the Department 
of Agriculture. ' 


*2. Corporations engaged in the processing or: enna of agricultural products 
for sale 


This'agency has always rodngenia that the provessing or canning of agricul- 
tural products for sale are commercial, rather than agricultural, enterprises 
We have. made a large number of business loans, under the provisions of exist- 
ing law, to firms engaged in such operations. Since this portion of the bill gives 
the Small Business Administration authority which it already possesses, I do 
not recommend its enactment. 


8. Corporations engaged in the developing, leasing, or sale of farms or: lands 
for the production of agricultural products ' 

A corporation which develops, leases, or sells lands to be farmed by others 
is, engaged in a commercial, ‘rather than an agricultural, enterprise. Accord- 
ingly it may, if otherwise eligible, obtain a business loan from the Small Busi- 
ness Administration. Since this portion. of the bill gives the Administration 
authority which it already possesses, I do not recommend its enactment. 

The Lian Policy Board of this Administration, in the exercise of the discre- 
tion conferred upon it by section 204 (d) of the Small ‘Business Act. of 1953, 
has established the principle that financial] assistahce is not to be given which 
will provide, funds for speculation in any kind of’ property, ‘real or personal, 
or, which will free funds for such speculation. -A loan application from a cor- 
poration engaged inthis third ‘type of enterprise would, of course, be examined 
in the.light of that’ principle. 


4. Individuals, cooperatives, partnerships, associations, or other entities engaged 
| in the sale of ‘agricultural products 
Taken literally, this portion of the bill would seem to entitle farmers to loans 
from the Small Business Administration since they are engaged in the sale, 
as well as the, production, of agricultural products: -I feel sure, however, that 
such. is not the intent. The purpose, I believe, is to’ benefit concerns which buy 
agricultural products for resale. 
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Thus construed, this portion of the bill would effect:no change in existing law. 
Concerns. which buy agricultural products for resale are clearly engaged in com- 
mercial, rather than agricultural, enterprise. They may, if otherwise eligible, 
obtain business loans from this agency. We have made hundreds of such loans 
to wholesale and retail grocers. 

Since this portion of the bill gives the Small Business Administration author- 
ity which it already possesses, I donot recommend its énactment. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 


WENDELL B. ‘BARNES, Administrator. 


SMALL Business ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 

Washington, D.C. » May 27, 1958. 

Re 8S. 3319, to make the-provisions of section 3466 of the Revised Statutes in- * 

applicable to debts due the Small Business Administration. 

Hon. J. W. FuLsriauHt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Dear SENATOR FULBRIGHT? Further reference is made to your letter , of Febru- 
ary 21, 1958, requesting my views of the captioned bill. , 

In a statement inserted in the Congressional Record, of February 20, 1958,, 

Senator Payne, the author of the bill, explaihed that his intent is to give’ priority 
to State and local tax liens over mortgage claims asserted by: the Small business , 
Administration against the property of &a-borrower who is in default on a loan 
made by the Administration. ,I favor such a reform » but I do not believe that 
the bill, as drafted, will accomplish it. 

8S. 3319 excludes the Administration from use of, the priority ensane by the 
United States, under, the’ provisions of ‘title 31, United States Code, section. 191, 
in the distribution of the unencumbered assets of any debtor of the United States 
who. has become insolvent or who' has made an assignment for the benefit of 
creditors. This priority is not applicable to property which is subject to a lien 
of any kind. The captioned. bill, ‘therefore, offers, little of practical value to 
local taxing authorities. As éxplained below, the, real conflict between their 
rights and ours lies in areas which are’ not affected by the priority contained in 
title 31, United States Code, section 191. 

On the other hand, we often find it necessary. to assert that priority against 
creditors other than State or. local taxing authorities,- Although the Adminis- 
tration attempts to secure its.loans by mortgages on the plants or other properties 
of its bdrrowers, the proceeds from the sale of such collateral may be insufficient 
to pay our claims, particularly in the liquidation of disaster loans: If the debtor 
is insolvent, or otherwise within the terms of title 31, United States Code, section 
191, we assert the priority against his unpledged assets. In this manner, we 
have recovered large amounts of money which would ,otherwise have been lost 
to the Government. . By depriving the Administration of the priority,the’ bill 
prevents all further recoveries. of this nature. 

For ‘the foregoing reasons, I am opposed to the enactment ofS. 3319: * In its 
stead I wish to make a proposal which will, I believe,.accomplish the reform, 
desired by Senator Payne. 

The real’ source of ‘conflict is property w hich is subject to both an Administra- 
tion mortgage, or deed of trust, and to a local tax.lien. Since: such property, is 
encumbered, the priority of title 31,,United States Codé, section 191, daes not 
come, into play. Until recently, we avoided difficulty in ‘most of our summary 
foreclosures (sales made pursuant to a power of sale contained in a mortgage) 
by yielding to the demands: of local: tax authorities. Normally their claims ‘are 
smallin relation to the.total amounts involved and, in such cases; we considered 
it to be in the best interests of the Government to avoid the expense and delay 
entailed in litigating the matter. 

In following this practice, we recognized that, in many ¢ases, ‘our mortgages 
might be superior to.such tax liens. It has long been:an‘ established rule that, 
as between a Federal tax lien and a State or local tax lien, the lien which attaches 
first in point of time is the superior. No State can deprive the United States of 
the benefit of this rule unless permitted to do so by Federal legislation. United 
States v. New Britain (347 U, S. 81 (1954).). ' However, there was doubt about 
the applicability of this rule to our mortgages; and, as long as this doubt existed, 
we felt justified in:our policy of avoiding challenge to local tax authorities. 


¥ 
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On January 20, 1958, the United States Court. of Appeals for the Third Cireuit 
decided, in a case involving another agetcy of the Government, that a mortgage 
lien held by the United States stands.in the sathe position as a tax lien held by 
the United States, and is therefore superior ‘to State or local tax liens, which 
are later in point of time (United States v. Ringwood Iron Mines, Inc., 251 F 2d 
143, affirming 151 Fed. Supp.'421' (D. C. N. J.)). In view of this holding, we 
‘reluctantly concluded that we have a duty to insist upon the superiority of our 
mortgages in all cases where they are prior, in point of time, to State or local 
tax lie ns. In consequence, we are being compelled to institute judicial fore- 

closures, as'distinguished from summary foreclosures’ conducted pursuant to a 
power of sale contained in a mortgage, ‘in numerots cases where local tax 
authorities question our rights under the Ringwood decision. 

In order to eliminate this situation, I reconimend an amendment to the Small 
Business Act‘of 1953, as amended, which will make it ¢lear that an interest in 
property now or hereafter held by the Administration, as security for a loan, is 
subordinate to any lien on such property for taxes due to a State or local govern- 
ment, provided that:such tax lien would,:by applicable State law, be superior to 
a ,interest if'such interest were held by any party other than the United 

tates. For the accomplishment of this purpose, I submit herewith a draft of a 
bill I should be glad to discuss this proposal further with the committee or 
with its staff. 

The Bureau of the Budget has no objection’ to the submission of this report. 

Sincerely yours, " 
‘WeNnvELL B. Barnes, Administrator. 


A BILL To amend section 205 of 'the Stall Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives of the United 
States in Congress assembled. ‘That section 205 of the Small Business Act of 
1953, as amended, be amended by adding the following new subsection : 

“(d) Any interest now or hereafter held in property'by the Administration, 
as security for a loan, shall be.subordinate to any lien on such property for 
taxes due on such property to a state or to-a political subdivision thereof pro- 
vided stich lien would, by applicable State law, be superior to such interest if 
such interest were held by any ‘party other than the United States.” 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
, Washington, D. C., May 29, 1958. 
Re S. 3434, 8. 3453,.S. 3664, and S. 3791. 
Hon. J. W. FULLBRIGH', : 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: Further reference is made to your letters of March 
11, March 14, April 28, and May 14, 1958, respectively, requesting my views of 
the cartioned bills. 

"In effect, these bills authorize the Small Business Administration to make dis- 
aster loans, under the provisions,of section 207 (b)«(1) of the Small Business Act 
of 1953, as:aménded, to small business concerns which ‘liave suffered economic 
injury as a result of ‘federally aided highway construction. programs (S. 3434) ; 
as a result of programs administered by the»Secretary of Agriculture under the 
provisions of the Soil ‘Bank: Act (S. 3453); as a result of the foreign trade 
policies of the United States (8.3664) ; and-as a result of urban renewal activities 
under the Housihg Act of 1949 (S! 3791). 

The. purpose of section 207 (b)‘ (1), as originally enacted. was to provide 
financial assistance, to persons whose business premises, residences or other 
property is.destroyed,or damaged by the physical impact of a flood, hurricane or 
similar disaster; The emergency, nature of the measure is manifested by the 
presence of a provision limiting interest on such loans to 3 percent and by the 
absence of any ‘requirement for collateral., A; businessman whose property was 
not damaged by such impact: was not eligible for.a disaster loan, under the 
original provisions of the Section, even though he suffered economic injury as a 


result of a disaster. 
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In, 1955, numerous small dealers in farm implements and supplies were in 
serious difficulty. Farmers, to whom such concerns had extended credit, were 
unable to meet their obligations because their, crops, which had been expected 
to yield the necessary funds, were ruined or. spoiled by drought conditions. 

Moreover, sitice the disaster ‘had brought sales. to a»virtual standstill,. the 
dealers were caught with mounting inventories: which they had no means of : 
financing. Congress considered the urgencies of this situation such as to justify 
an amendment to section 207:(b) (1) authorizing the Administration to make 
disaster loans to any ‘small-business concern located in an area where a drdught 
is occurring, provided that such area has been officially declared a disaster area 


and provided that, such concern has suffered economic injury as a result of the'' | 


drought. , 
For approximately 2 year: sithis drought provision constituted the only excejition 
to the rule’of section'207 (b) (1) that disaster loans can be made only to persons 
whose property has been damaged by the physical impact of a disaster. Lately, 
however, an increasing tendency has ‘developed to call for further’ exceptions. 
Early this year,’the Congress amended the provisions of the section to cover 
small-business concerns suffering economic injury resulting, either directly or 

indirectly, from excessive rainfall. 

In addition to the captioned bills, a number of legislative proposals have 
recently been, made for further expansion of the disaster loan program. » For 
example, Congress has been urged to provide such loans to business concerns, 
located in'an area détermined by the Secretary of Labor'to be an area of sub- 
stantial surplus, if the Administration determines that the granting of such 
assistance will tend to alleviate unemployment in such area (S: 244, H. R. 179, 
H. R. 2150) ; to small-businéss concerns suffering economic injury:as a result of 
any catastrophe affecting the areas in which they are‘located (S. 2959, H. R. 
9926, H. R. 9727); and to business enterprises and communities adversely 
affected by economic conditions resulting from the trade of the United 
States (S. 2907, H. R. 9505). 

In my View, these proposals should not be considered on. an individual basis, 
Their relationship is such that the adoption of ene would lead inexorably to’ the 
adoption of some, perhaps all, of the others. The aggregate effect of all these 
amendments would be to to change section 207 (b). (1) beyond recognition and 
to write into the act a new type of economic disaster assistance totally different 
in concept from the original disaster program. 

I personally question the advisability of instituting Government programs to 
protect against all types of risks and economic disasters. Accordingly, I do’not 
recommend the enactment of any of the proposals listed above, including the 
captioned bills. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, ‘ 
WENDELL B. BARNES, Administrator. 


TREASURY DEPARTMENT, 
Washington D. C., October 23, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Drar Mr. CHAIRMAN: Reference is made to: your request for, the views 
of this Department oh S. 2825, to amend the Small Business Act of 1953 to: 
include within the definition of a small business concern certain agricultural 
enterprises. 

‘he bill would amend the Small Business Act, of 1953 to include specifically 
within the definition of a small business concern (1) any corporation engaged 
in the. raising of agricultural products (including livestock, poultry, bees, or 
birds), the processing or canning of such products for sale, of the developing, 
leasing, or sale-of farms, or lands for the production of such products, or (2) 
any individual, cooperative, partnership, association, or other entity engaged ‘in 
the sale of such products. 

The Department is of the opinion that if there is any need for loan assistance 
to the foregoing types of agricultural enterprises beyond that already provided 
for in existing legislation, such assistance should be furnished by the Depart- 
ment of Agriculture, rather than by the. Small Business Administration. 
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The Department has beén advised by thé Bureau of the Budget that there is no 
objection te the submission of this report to'your committee. 
Very truly yours, 


Jutian B. Barrp, 
Acting Secretary of the Treasury. 


4 


® 
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JUSTICE DEPARTMENT, 
, Washington, D. C., May 27, 1958. 
Hon. J. W. Futsrient, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Deak Senator: This is in response to your request for the views of the Depart- 
ment of Justice concerning the bill (S. 3319) 'to make the provisions of section 
3466 of the Revised Statutes inapplicable to debts due the Small Business 
Administration. 

_ Section 205 (b) (2) of the Small Business Act of 1953 (15 U. 8. ©. 634 (b) (2)) 
empowers the Administrator of the; Small Business Administration to collect 
debts arising from Administration loans until such time as the obligation may 
be referred to the Attorney General for suit or collection. The bill would amend 
section 205 (b) (2) so'as to'provide, that any such' debt due the Administration 
shall not be entitled to the priority accorded.the United States pursuant to sec- 
tion 3466 of the Revised Statutes (31 U. S: C.'191). , Section 3466 provides that 
in cases of insolvent: or deceased debtors, debts due the United States shall be 
satisfied first, A debt due the Small Business Administration would appear to be 
a debt due the United States under section 3466, Revised. Statutes. 

Whether the bill should be ‘enacted involves a question of policy concerning 
which the Department of Justice prefers to make,no recommendation. There 
are certain aspects of the proposal, however, with respeet to which it is believed 
the committee may wish to give further consideration. 

In addition to eliminating the priority rights of debts due the Administration 
under section 3466 of the Revised Statutes, the bill would appear also to elimi- 
nate the priority which such debts apparently, are accorded under. section 104 
(a) (5) of title:11, United States Code, which sets forth priorities established 
by the Bankruptcy Act. Under section 104 (a) (5), debts owing any person, 
including the United States, who by the laws of the United States are entitled to 
priority, are given priority after the payment of certain other obligations which 
are specified. 

Also, it might be advisable to make clear whether the'removal of any priority 
for debts due the Administration is,intended to extend to the debt after it has 
been reduced to judgment. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 





DEPARTMENT OF AGRICULTURE, 
OFFICE OF 'THE SECRETARY, 
Washington, November 7, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Bankin'g and Currency; 
United States Senate, Washington, D. C. 

Dear SENATOR FULBRIGHT: This is in response;to your request of August 22 
for a report from this Department concerning S. 2825, a bill to amend the Small 
Business Act of 1953 to include within the definition of a small business concern 
certain agricultural enterprises. 

We do not recommend the enactment of the proposed bill. 

Under the proposed amendment of the Small Business Act of 1953, loans would 
be specifically authorized to— 

1. Corporations engaged in the raising of agricultural products for sale; 

2. Corporations engaged in the processing: or canning of agricultural 
products for sale ; 

3. Corporations engaged in the developing, leasing, or sale of lands for the 
productions of such products; and 
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4. Corporations, individuals, cooperatives, partnerships, associations or 
other entities engaged in the sale of agricultural products. 

We are informed that the Small Business._Administration now has authority 
to make loans to, corporations engaged in the processing or canning of agricul- 
tural products for sale, to corporations engaged in the developing, leasing, or 
sale of lands for the production of such products, to corporations, individuals, 
cooperatives, partnerships, associations or other entities engaged in thé sale of 
agricultural products. It appears, therefore, that the amendment of the Small 
Business Act of 1953 with respect to these items would not be necessary. 

Commodity Credit Corporation makes price support loans to cooperatives and 
other corporations engaged in the production or marketing of agricultural com- 
modities and makes farm-storage facility, loans to'such concerns engaged in the 
production of grain. Fxisting statutory authorities of this Department’s other 
regular loan programs contain positive prohibition against making loans to any 
corporations or cooperatives for any purpose, or to any person, including corpora- 
tions, for the purpose of carrying.on any land-purchase or land-leasing programs. 
The Department does have authority, however, under its emergency loan pro- 
grams to make loans to corporations already engaged in the raising of agricultural 
products for sale. These loans are available in -areas designated because of 
widespread production. losses or economic conditions which cteate’ a need for 
emergency eredit and are made for the purpose of assisting such corporations 
to continue their normal operations. In view of this Department’s emphasis on 
family-type farming operations we would not recommend that the Government 
finance corporations engaged in ‘the production of agricultural products except 
as presently authorized. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. Wy 

Sincerely yours, ; 
TRUE D. Mokse, 

Acting Secretary. 


THE SECRETARY OF COMMERCE, 
Washington, November 22, 195%, ; 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Dear Mr, CHAIRMAN: This letter’is in reply to your request ‘of Sele) 22, 1957, 
for the views of this Department with respect to S. 2825, a bill to amend the 
Small Business Act of 1953 to include within the definition of a small business 
concern certain agricultural enterprises. 

Enterprises which would be included within the definition of a small business, 
under this’ bill, would be those engaging in the raising for sale of agricultural 
products (including livestock, poultry, bees, or birds); in the processing or 
canning of such products for sale; in the developing, leasing, or sale of farms 
or lands for the production of such products; or any individual, cooperative, 
partnership or association engaged in the sale of such products? 

It is the view of the Department of Commerce that these enterprises now have 
access to necessary assistante of the types provided under the Small Business 
Act. .Those raising agricultural products presently have access to subsidies, 
loans, management, and technical aids provided by the Department of Agricul- 
ture. . Processing of: agricultural products is now considered a business enter- 
prise and has available the benefits of the Small Business Act. Real-estate 
operators dealing in the developing, sale or leasing of. farmlands are presently 
considered as service trades and have Small Business Act benefits available. 

Further, it appears to be in the best interest of good government, and in the 
overall public interest as well, that business (industry and commerce), and 
agricultural ventures, as these are commonly defined and understood, be served 
through their’respective agencies as established. 

For these reasons the Department of Commerce recommends that S. 2825 not 
be enacted. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
Srnciairm WEEKs, Secretary of Commerce. 
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STATEMENT OF SENATOR FULBRIGHT ON INTRODUCTION OF S. 2993 


{From the Congressional Record, January 13, 1958] 


SMALL BusINEsSsS RESEARCH AND REDEVELOPMENT Act OF 1958 


Mr. Fursricut. Mr. President, I introduce, for appropriate reference a bil? 
to expand the opportunities of small businesses to participate in and to derive 
the benefits from research and development. 
jk The PRESIDENT pro tempore. The bill will be received and appropriately re- 

erred. 

The bill (S. 2993) to expand the opportunities of small businesses to participate 
in and to derive the benefits from research and development, introduced by Mr. 
Fulbright, was received, read. twice by its title, and referred to the Committee 
on Banking and Currency. 

Mr. FutpricHt. Mr. President, I ask unanimous consent that in connection 
with the bill there be printed in the Record, as a'part of my remarks, a statement 
explaining the bill. The purpose of the bill is to expand the opportunities of 
small business to participate in and to derive the benefits from research and 
development. p 

_ There being no objection, the statement. wis ordered to be printed in the 
Record, as follows: 
“STATEMENT BY, SENATOR. FULBRIGHT 


“The growth and progress of industry and commerce in the United States has 
been, to a very considerable extent, the result of research and development. 
Research in the fields of electronics, chemistry, physics and other sciences has 
yielded principles which have been further developed and applied to reveal the 
new world we see around us. The patent system, the land-grant colleges and 
universities, the Smithsonian Institution, the National Bureau of Standards, 
the Naval Research Institute, and the National Science Foundation indicate 
the importance which the Federal Government has always placed upon the ia- 
crease and diffusion of knowledge among men and the application of this knowl- 
edge to useful arts and sciences for benefit of the Nation at large. 

“Basic and applied research and the development of useful applications of 
the principles which are discovered are. going. on at a remarkably high rate 
today. We can expect that the current research and development work will 
result in even greater changes in the world of tomorrow. 

“According to a survey made by the Bureau of Labor Statistics for the National 
Science Foundation, on the research and development work performed in 1953, 
the total of this research and development work amounted to more than $5 billion 
during that year. Of this, programs financed by industry amounted to about 
$2.3 billion, and programs carried on or financed by the Federal Government 
amounted to almost $2 billion. 

“In its sixth report on Federal funds for science, the National Science Foun- 
dation estimated that the Federal research and development budget for fiscal 
1958 would involve expenditures of $3.3 billion, and Business Week of September 
21, 1957, estimated the total spending on research in 1957 at $10 billions. 

“Much of this research and development work will produce commercially val- 
uable products and processes, which will benefit those concerns able to produce 
and sell‘them. Unfortunately for the free competitive enterprise system and in 
the long run for the national economy, a disproportionate share of the research 
and development is being done by large concerns, while the small concerns are 
able to do proportionately little research and devélopment work. The National 
Science Foundation report on science and engineering in .American industry 
in 1953 shows that only 8.3 percent of manufacturing companies with 8 to 99 
employees engage in research and.development and only 22.4 percent of manu- 
facturing companies with 100 to 499 employees do. so, while 94.3 percent of 
concerns with 5,000 or more employees carry on research and development. The 
same report shows. that manufacturing concerns with less than 500-employees, 
which have about 35: percent of manufacturing employment, employ only 20 
percent of the total scientists and engineers and account.for only about 11 per- 
cent of the amount spent on research’ and development. Concerns with 5,000 
or more employees,- however, which have about 40 percent of manufacturing 
employment, employ more than. 60 percent of the scientists and engineers and 
account for almost 75 percent of the research and development expenditures by 
industry. 
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“The vast amounts spent'by the Federal Government on research and de- 
velopment also go overwhelmingly to large firms.’ The Defense Department, 
which in 1956 accounted for $1.9 billion of the total Federal expenditure of: 
$2.7 billion, reported only about 6 percent of its research and development 
contracts. were with small-business firms in fiscal 1956. The Atomic Energy 
Commission, which had the next largest research and development program, 
awarded only 1 percent of its research and development contracts to’ small 
business in ‘fiscal 1953, 1954, and 1955. * 

“The advantages to a concern performing this Government research are con- 
siderable. In addition to the assured profit on the,contract itself, the concern 
will receive the inside track on substantial procurement contracts which may 
result from the research. It will also have advance knowledge and probably 
extra information about’ new commercial products’ which may’ be developed 
from the research. It will have built up a staff of scientific personnel familiar 
with the research and be in the best position to develop commercial applications. 
And in many cases it will be able to obtain patents, subject, in the case of 
research for the Department of Defense, only to a license to the Government, 
leaving commercial exploitation up to the concern. Under: these conditions 
small-business concerns must necessarily fall rapidly behind in the, competitive 
race for new products and new processes. 

“In my judgment, three things can be done which will help. to keep small 
business in the race and.will thereby strengthen the free competitive enterprise, 
system and the national economy. 

“In the first place, every effort should "be made to. see ‘that small-business 
concerns have a chance to obtain Government résearch and development con- 
tracts. I realize that this cannot be done in every case.. In some. instances’ 
only the large concern can'do the research or may be interested in doing the 
research. Nevertheless, I beli¢ve that a vigorous effort should be made to award 
as many research and development contracts to small businesses as possible. 
This will be of direct benefit to the small-business concerns and to the economy 
as a whole. 

“In the second place, every effort.should be made:ito make available to small- 
business concerns the benefits and results of all of the resedrch and develop- 
ment work done by the Government or at Government expense. if ‘the Govern- 
ment pays-for research and pays a price which will yield the concern doing the 
research a profit, it would seem difficult to justify adding to that profit: the 
right to all the commercial benefits of an invention derived from that research, 
paid for by the taxpayers, including small-business cqucerns. ' 

“In the third place, I'.believe that arrangements should be made td enable 
small-business concerns. to.get together to carry on, research and’ development 
programs, with an exemption from the antitrust laws and the Federal, Trade 
Commission Act. Research and development projects are often extremely ex- 
pensive and the results do not always pay off at once in measurable profits. A 
single small-business concern may not have the financial resources. to’ carry on 
over a period the kind of research and development work which would give it an 
equal opportunity to compete in a new fast-developing market with its giant 
competitor. However, a group of small-business concerns might each be able to 
devote a fraction of the cost of the research and development ‘contracts and, 
produce something which would benefit not only the small’business cqneerns: 
involved but also the consuming public and the national economy. 

“This would not be inconsistent with the basic purposes of’ the ‘antitrust 
laws and Federal Trade Commission Act. Rather, by. increasing the opportu- 
nity of small-business concerns, it would promote and strengthen the free 
competitive enterprise system and the national economy’ as well. 

“In order to carry out these objectives, I have prepared a bill which will give 
to the Small Business Administration the duty and authority to pursue these 
three objectives in the interest of small businesses. Other Government agencies 
which have activities in this field will be called upon.to cooperate with the 
Small Business Administration in pursuing these objectives. ' 

“This bill will not eliminate the need for other relief for small-business con- 
cerns, such as tax revisions and measures to provide ‘access to credit. It will, 
however, serve to reduce substantially one of the handicaps under which small 
businesses now suffer, and to place them in a more nearly equal position with 
big businesses in the competitive race for the future. In my judgment, this will 
be a substantial benefit to the economy of the Nation.” 
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Senator Crarx. Now, Mr. Barnes, we are very happy to have you 
here. I think we will offer your statement in full for the record and 
then ask you if you will emphasize those points of it which you want 
to call to the particular: attention of Senator Bush and myself. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. I assume the committee would wish to have a current 
review of our activities, statistically, brought down to date, 

Senator @iark. Yes; we would. 

Mr. Barnes. I have exhibits on each of the programs, showing the 
volume by year and by month. I have charts, and I can submit these 
as exhibits and let the staff decidé which awill actually be useful. 

Senator Crark. I think that would be a good way to handle it, and 
it will be so ordered. The material will appear at the end of your 
remarks, However, I think it would be useful if you would sum- 
marize, for the benefit of Senator Bush and myself and the subcom- 
mittee, the current status of your various programs. I do not care 
whether you do that right now or later. 7 

Mr. Barnes. I can do it best by reading the statement, because I 
have it briefly in there. This is.only about a 10-page statement and 
it will take 10 or 15 minutes. ' 

Senator Crark. All right.. 

Mr. Barnes. I welcome this opportunity to appear before this com- 
mittee today and to comment on the various legislative proposals to 
amend and extend the Small Business Act. 

In June of last year, I appeared before this committee to recom- 
mend the enactment of S. 1789, introduced by Senator Thye and, 
I belieye, 29 other Senators. I have reviewed the record of my 
statement made at that time and find it adequately describes the pro- 
visions of 5. 1789 and accurately reflects my present views on the 
basic legislation to extend the Smal] Business Act and to make the 
Small Business Administration a _permanent agency. I do not believe 
any useful purpose will be served by a repetition of my earlier 
remarks. 

On June 25, 1957, the House of Representatives passed, by a vote 
of 392 to 2, H. R. 7963 amending the Small Business Act. JI am sure 
this committee is familiar with the principal features of this legis- 
lation. It is an excellent bill. Hlouse Report No. 555, dated June 
13, 1957, contains a complete description of the principal provisions 
of the bill, as well as a line-by-line comparison of the present act and 
the proposed, amended act, Except for three important provisions, 
which. I will discuss in a moment, H. R. 7963 is substantially the same 
as S. 1789, the bill introduced by Senator Thye. 

Last. June I summarized for this committee in narrative form the 
activities of SBA. I will not take the time of this committee today 
with such a narrative summarization. ._However, at the conclusion 
of my statement I will ofier for inclusion in the record exhibits per- 
taming to our programs of financial assistance and procurement assist- 
ance to small business which will show the progress of these programs 
to date. I would, however, like to say a brief word on where we 
stand today.. During the past year, all of our programs have con- 
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tinued on an accelerated basis. For example, during the month of 
March of this year,,858 business-loan applications were received for 
a new high.- This may be contrasted with 705 applications in March 
of. last year, a record. at that time. In April of this year, 810 appli- 
cations were received and the present ‘outlook is for at least 1,000 
in May. 

Senator Crark. How do those two figures compare with the same 
monthis'a year ago, Mr. Barnes? 

Mr. Barnes. T hey are considerably over the same months last year. 
The March figure shows: about 150° more loan applications, which is 
almost 20 percent. 

Senator Ciark. I see that, but how about the other months? 

Mr. Barnes. In May it w ould be 300 to 400 loans more than i in May 
of last year. 

Senator Crark: Do you have any personal judgment.as to the effect, 
if any, of the recession on the increase in applications? 

Mr. Barnes. Let. mé give you a chart on which you can see more 
accurately. To a certain degree the general economic situation has 
had an effect on this increase; but I do not believe that all of this 
increase is traceable solely to that. 

For example, in New England, where roughly one-third of this 
increase in applications is occurring, we had “only one office a year 
ago, the office in Boston. Since then we have opened offices in éach 
of the other States—one-man' offices—and these offices are serving 
the people better and are making our services. known locally.. Most 
of the increase in New England I think is traceable to this factor. 

Senator Busn. The program is better known and .better under- 
stood ¢ 

Mr. Barnes. Yes, sir. 

Senator Crark. How many local offices do you have, throughout 
the country ? 

Mr. Barnes. We have a total, I believe, of 52 offices, of which 15 
are regional offices and the rest are divided between br: anch offices and 
field offices. In a field office, we usually have no more than one man 
and a girl. A 

Senator CLark. How many new offices ? 

Mr. BARNES. We have several offices where we have a man who is 
there 1 day or 2 daysa week. 

Senator Crarx. How many of those offices have you opened during 
the last. 12 months? 

Mr. Barnes, if you would like to have some of your associates at 
the table up here with you, we will be glad to have you do so. 

Mr. Barnes. I will have to get that. Ido not have it broken down. 
My estimate would be 5 or 6. 

Senator CLrark. What I am interested in knowing is whether most 
of them have been in New England, and if that is where most of the 
increased applications come from, or whether they have been spread 
pretty evenly across the country. 

Mr. Barnes. Continuing my answer to your question about the 
effect of the general economic situation, another third of the increase 
in applications occurred in the southeast region of the United States, — 
where, generally speaking, there is not much decline in economic 
activity. In Atlanta and ‘other regions down there, department-store 
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sales are ahead of last year, and general activity has not slackened 
off. Yet roughly a third of the increase is from that area of the 
country. 

Senator Crark. The thing that interests me is, with credit so much 
easier than it was a year ago, and the tight-money policy pretty 
well abandoned, you are nevertheless getting more applications than 
before. It. is interesting to speculate as'to what, extent private insti- 
tutions which now have more funds available to loan are picking up 
the slack, although apparently not. 

Mr.’ Barnes. Our bank participations are still continuing. The 
change in credit restrictions began to take place in November. We 
have usually noticed a 3 to 4 months’ lag in our activities after there 
has been any change in the interest rates, or other loan terms. 

Senator Ciark. I notice on this chart that the lines for applica- 
tions cross in February, so that it is in | the last 3 months that this 
increase in applications occurred, 

Mr. Barnes. Yes, sir. 

Senator Ciark. Prior to that time the applications in fiseal 1957 
were higher than in fiscal 1958 for several months. 

Mr. Barnes. Yes, sir. 

enator ‘CLARK. Maybe there is no particular significance in this. 
Do you think there is? 

Mr. Barnes. As I say, I think in some areas and in some indi- 
vidual industries there is an effect. But certainly, all of the increase 
in our program, in our financial assistance program, is not traceable 
to any general change in thé economic situation. 

Senator. Busu. I would like to concur, Mr. Chairman. I do not 
think you can draw any conclusions from that chart, because you see 
in the earlier part of fiscal yedr 1958 it was running ahead of 1957 
in about the same proportions, although: not quite ‘the same propor- 
tions.as at this present time. “The money situation is entirely differ- 
ent from what it was last sumnier. 

Senator Crark. All right. 

Mr. Barnes. May I continue? 

‘Senator CLark. Go ahead, Mr. Barnes. 

Mr. Barnes. Similarly, duri ing the first 6 months of the fiscal year 
1958, SBA, in cooperation with military and Federal civilian agen- 
cies, ‘set aside for competitive awards to small-business concerns 5,804 
Government purchases totaling $378 million. This was the greatest 
number of purchases set aside for small businesses and the highest 
dollar amount recorded in the first half of any fiscal year since the 
start of the agency. 
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Senator CiarK. Do you have comparative figures for last year? 

Mr. Barnes. Yes, sir; and I believe-—— 

Senator CLark. Would you read them into the record at this point? 
I am referring to the figures comparable with the figures 5,804 Gov- 
ernment purchases and the $378 million. 

Mr. Barnes. By month, July 1957 

Senator Ciark. You can furnish them later if you need to do some 
adding... I would like to have the comparable figures in the record 
both as to the number of Government purchases and the dollar 
volume for the first 6 months of fiscal 1957, to compare with the 
figures in your statement for the first 6 months of fiscal 1958: 

Mr. Barnes. All right, sir. We will furnish it: through April. 
We have the figures through April. 

Senator Crark.’ In-other w ords, you will be giving.us 9 months. 

Mr. Barnes. Yes,sir. 





Joint set-aside program activity, fiscal year 1958 versus fiscal year 1957, by 
months 


[Dollars are in thousands] 






































Number of set-asides agreed to : Amount of set-asides agreed to 

Month Fiscal year 1958 o| mi Fiscal year 1957! | Fiscal year 1958 Fiscal year 1957 ! 
During | Cumu-.| During | Cumnu- % During Cumu- | During | Cumu- ~ 

month lative month lative month |. lative | month lative 

| 

des tniesiveniok =e 837 837 594 | 594 $44, 185 $44, 185 $34, 071 $34, 071 
eect one 824 1, 661) 907 1, 501 54,903 | 99,088 58, 161 92, 232 
September-....--.-- 918 2, 579 618 2,119 | 52,706 151, 794 58, 658 150, 840 
ee ee 936 | 3, 515 920 3, 039 55, 966 207, 7 64, 929 215, 769 
November...-.-_--- 1,010 4, 525 74 3, 913 52, 057 259, 817 60, 956, 276, 726 
December... ----.--- 1, 279 5, 804 876 4, 789 118, 753 378, 570 68, 548 345, 274 
January - ---- abet 1, 217 7,021 809 5, 598 56, 830 435, 400 42, 738 388, 012 
February... -.------- 1, 572 8, 593 970 6,568} 102,377 | 537:777 | : 52,082 | 440, 044 
Se akinesia 1,897 10, 490 935 | 7, 503 102, 850 640, 627 66, 756 506, 800 
ng raicrel anti pdipen 2, 353 12, 843 1, 198 8, 701 178, 364 818, 991 52, 920 559, 720 
es aah os piesa chodhic lg Ashiuns aes 1, 400 BREE lenapckccdnbdbacuaaaatl 85, 656 645, 376 
epee pre sian atin eevee J, fae | ‘3, G88 f...... os 98, 959 744, 335 














1 In some instances cumulative figures reflect adjustments applicable to prior months. 
Source: Office of Controller, Budget and Reports Division, May 26, 1958. 
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Awards under joint set- aside program, by States, current month and cumulative 
through March 1958 

















| 
a. March 1958 | Cumulative 
| awe poe oe Bae ie, fr ae’ 
| Number of Amount of ‘| Number of Amount of 
| contracts awards | contracts awards 
—_—— — — | — ———_— — | —--—-— —~ —- --—— |} a _ — Se _ 
} | 
ci ntti ln ateeetinminnitihetis tastes gatighonses't 1, 671 bs _ $76, 809, 753 | 36, 690 $1, 580, 363, 946 
SN 5 0653 ~214d5s6 ch ee 13 265, 850. 262 | 12, 488, 168 
i alia eRe alla codeine 5 | 46, 567 30 | 238, 369 
I So Sh tladacdecdmebGcccebocaks | 1 | 293 150 | S oT), 644 
SEINE b0G0N 32 Lda cs y Seated dateess 237, | 15, 147, 328 | 4, 474 | 165, 582, 529 
RCM i eee Se en athe ome 15 178, 871 353: | 8, 441, 751 
Shs fos oe. Sew ack leone 25 903, 537 | 607 | 26, 231, 771 
Delaware -_- Ee Pauw adas 7 573 , 83 | 4, 997, 342 
District of Columbia__.._____..--___- ee 16 683, 674 593 | 22, 104, 639 
pees. sie Stldee Lat butt ooclo cian ae 7 467,308 243 | 11, 229; 381 
SM ansehen ec te paenephcs~nn ra 20 | 1, 249, 156 501 | 23, 614, 103 
ES res eee ee ek ae 4 110, 537 94 | 1, 945, 051 
Tllinois- tS Seetinck babi d etidheigbeae a eanal 81 2, 391; 324 2, 154 71, 857, 107 
IE ae ie ll ie eS dias peete dotinnite 12 647, 020 421 | 23, 090, 883 
Iowa. ...._- At item eee ot ghey EY 10 1, 044, 289 | 230 | 20, 985, 156 
SE. Se ar ee See 30 2,355, 477 327 | 19, 428, 846 
Kentucky--_....-.- : Sats tence 12 318, 959 139°} 3, 797, 533 
I Goss iat Sek mn hig Chae emeit 19 3, 229, 697 353 15, 213, 968 
Maine ..-.-.-.- ele ee a Aataracatal ath 6 | 63, 165 108 | 5, 442, 518 
Maryland. ._..°...... FSO Seen 69 1, 074, 954 1, 540 37, 894, 825 
So 63 3, 653, 449 1, 706 84, 898, 079 
Michigan _ | _-. ieee Pap kee 55 | 2, 114, 932 I, 434 36, 501, 003 
Rig aks ck SematicaceSodecee an 14 1, 538, 871 380 16, 599, 778 
Mississippi-- Dee a ian nce 6 1, 850, 908 88 7, 185, 149 
Missouri Be * NR hing: 31 2, 896, 951 766 | 43, 050, 465 
Montana..-:=....--..- os | 1 16, 977 41 710, 069 
Nebraska 2 9, 752 105 | 4, 866, 547 
Nevada_- ‘ : 2 8, 919 8 | 54, 478 
New Hi: umpshire 2 89, 726 127 9, 455, 129 
New Jersey 6 6, 191, 037 2, 329 | 128, 324, 985 
New Merico.....;.......-- 2 | 6, 319 74 | ‘ ‘ 
New York 273 7, 092, 392 6, 830 
North Carolina__....-- 18 343, 939 447 
Words Dawots.*.. Bea. 
COR OR a eS 7 1, 123, 589 1, 671 | 65, 529, 765 
CIID nn a cnc cn ecene re 30 2, 570, 420 371 | 17, 716, 706 
Oregon _- 10 260; 782 245 | 6, 634, 756 
a ania. . | 133 9, 050, 213 2, 705 139, 764, 919 
Rhode I sland. _- 8 441, 320 163 | 8, 141, 312 
South Carolina_\__- | 4 27, 695 104 | 4, 673, 912 
South Dakota... 1 10, 500 18.| 45, 159 
Tennessee’.__- | 11 28), 651 | 318 | 27, 248, 680 
Teéxas_ E | 69 2, 515, 634 1, 035 68, 095, 454 
Utah_. : : 7 541, 361 20) | 5, 258, 016 
Vermont oe 3 8, 539 32, | 558, 259 
Virginia. - 56 931, 016 882 24, 732, 739 
Washington 5 26 413, 771 434 | 16, 000, 985 
West Virginia. 4 622, 398 68 | 8, 154, 86 
Wiseonsin | 32 1, 169, 829 725 | 36, 258, 987 
Wyoming 37 | 688, 683 
Alaska | ‘ 1 | 2, 570 
Hawaii__- Bh : | 37 466, 279 + 650, 220 
Puerto Rico. | nae he a 10 938, 733 
Estimated awards for which State break- | | 
down is not available | 21 374,015 616 | 14, 927, 433 
} 


Source: Office of Controller. Budget and Reports Division, May 12, 1958. 


Mr. Barnes. The set-aside totals for this reporting period are made 
even more impressive by the fact that overall Government procure- 
ment declined so sharply that the dollar amount of Government pur- 
chases available for screening by the agency’s eee was 
one-fourth less than ‘in the same 6 months of fiscal year 1957. 

Government purcliases set’ aside for small business ‘& April 1958 
amounted to more than $178 million, almost 314 times the amount set 
aside for the same month last year. 

May I add parenthetically at this point that it is our present esti- 
mate that the set-asides will go over $1 billion this year, for the first 
time. 
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I cite these figures because to me they clearly demonstrate that the 
demand and the need for SBA’s services in this particular’ area are 
dramatically increasing. 

Last June I discussed at some length the reasons why, in my view, 
the Small Business Administration should be established as a per- 
manent agency. Similar reasons are set out in House Report No. 555. 
These reasons were persuasive in 1957 and-are even more persuasive 
today. This agency cannot carry out its mission as effectively if it 
must operate on a year-to-year basis. 

In his budget message’ submitted to the Congress early this year, 
the President “pointed out that— 


The Small Business Administration has been providing extensive financial 
and technical assistance to small: businesses, as well as disaster loans to busi- 
nesses and home owners under: temporary authority expiring July 31, 1958. The 


experience of its first 444 years has demonstrated the importance of \these pro- 


grams. Accordingly, I recommend that the limitation on the life of the Admin- 
istration be removed * * * 

‘The act amending the Small Business Act of 1953, H. R. 7963, 

sania’ by ‘the House 1 is, as I have said, an excellent bill in almost every 
respect. I urge, however, that this committee give earnest considera- 
tion to a revision of three provisions. The bill contains three major 
changes which are not included in either S. 1789 introduced by Sen- 
ator Thy e-or S. 1762 introduced by Senator Sparkman. 

First, H. R. 7963 would abolish the present Loan Policy Board 
and substitute a National Advisory Board. Under the present stat- 
ute, the Board’s function is to— 

establish general policies (particularly with reference to the public inter- 

est.* * * and with reference to the coordination of the functions of the Small 
Business Administration with other activities and policies of the Government) 
which shall govern the granting and denial of applitations for financial assist- 
ance by the Administration. 
The lending of Federal funds to private business:concerns to be used 
in their endeavors for private gain can be justified only if such lend- 
ing is in the public‘interest. It is axiomatic, therefore, that legisla- 
tion on this subject assure that the public interest wilk neither be mini- 
mized nor lost sight of in the Government’s program of financial 
assistance to small-business concerns. 

Equally essential is the other function mentioned in the foregoing 
statutory quotation; namely, the coordination of the functions of the 
Administration with other activities and policies of the Government. 
It is, of course, highly desirable that whatever the Government agency 
does will not conflict with or nullify either the overall policies of the 
Government or the efforts of other Government agencies in carrying 
out such policies; and, obviously, coordination of the lending fune- 
tions with other activities and policies of the Government designed 
to aid small business is as desirable as it is both logical and necessary. 

In order to assure that both of these essentials will be éfféctuated, 
the present provision relating to the Loan Policy Board shouldbe re- 
tained. A board entrusted: with these essential functions should be 
composed exclusively of Government officials and not of persons‘who 
can devote only a limited amount of time and whose primary con- 
eerns are elsewhere. Certainly, in order to assure the impartiality and 
objectivity which such a hoard must have, no member should he 
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actually or potentially a beneficiary, directly or indirectly, of any 
policies established by the Board. 

' From my own experience.as a member of the Board I can say with- 
out qualification that the Board has in no way stifled ‘the financial 
assistance programs of SBA. To the contrary, the Board has in- 
variably developed new policies when our. experience has indicated 
the need for a policy change. 

Retention of the Loan Policy Board is therefore earnestly recom- 
mended. 

Senator Ciark. Maybe we ought.to get'a little amplification of 
that, Mr. Barnes, because this is probably a pretty controversial 
matter. 

Mr. Barnes. Yes,sir. 

Senator Crark. Why do you object to having some businessmen 
who.are personally familiar with the problems of small business, join 
the Lean Policy Board ? You are not going to lose anything in co- 
ordination, because you will still have the Government members. All 
.the House provision does is to expand the Board, and-I would think 
you would find those business representatives extremely helpful. They 
are out: in the trenches, so to ’speak, and they know the problems of 
small business.. So I would think they would bring to your bureauic- 
racy—and I do not use that phrase in any. invidious sense at all—a 
fresh and new point of view from private ae 

Mr. Barnes. The point is not that I would object to any business- 
man being on the Board. Actually the present Board itself is com- 
posed of people who have had banking experience and. financial experi- 
ence., When men become Government officials they do not lose the 
' benefit of their previous experience and background. 

We presently have what I think is a very excellent system. We 
have a National Advisory Board composed entirely of businessmen, 
men with financial experience, and other people who we feel, have 
special qualifications to assist us in our programs. 

‘Then we have these regional boards that meet in some areas on a 
State basis, and in some on a regional basis. 

On each of these boards we have a liberal sprinkling of bankers and 
businessmen. They are perfectly free at any of these meetings to 
criticize or make suggestions as to any policy of the Loan Policy 
Board. This isa very wide sampling. There are almost 1,000 people 
on these various boards, and they pass resolutions, and they act 
formally as members of these boards. But even beyond that, busi- 
nessmen and bankers being of the disposition they are generally, if 
any of them think we are wrong they pick up the telephone and call 
me, or. write letters. This then gives me a chance to bring this before 
the official Board here in Washington and have-a little bit more 
ee and mature consideration of the suggestions and changes 
of policy. 

This does not in any way limit the businessmen or bankers from 
expressing their opinions, but it gives advice from men in the field all 
the time, who are very well versed not only on our policy, but on what 
is going on in various areas of the country. 

Senator Busn. Are these committees you mentioned—the regional 
and other committees, including some thousand people—are those all 
commnittees you have set up ? 

Mr. Barnes. Ye, sir. 
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Senator Busu. Without being directed to by law? 

Mr. Barnes. No; the present law authorizes the creation of such 
advisory boards as the Administrator deems helpful. 

Senator Busn. And it. is under that provision that you formed 
these committees ? 

Mr. Barnes. Yes, sir. Our Loan Policy Board meets regularly 
each month and reviews all of the statistical figures to: see what is 
happening in the financial program. It does not concern itself with 
anything except loan policy. It.does not get into administration, 
but it reviews the applications, the number of applications filed, the 
delinquencies, and the whole story as to loans. It never acts on an 
individual loan, and never considers an individual case. 

Senator Crakk. That Board consists of three, individuals, does’ it. 
not ? 

Mr. Barnes. ¥es, sir; three-individuals. 

Senator CLarx. Of whom you are-ene ? 

Mr. Barnes. Yes. 

Senator Crark. And in point of fact, neither the Secretary of the 
Treasury nor the Secretary of Commerce ever coine. to meetings; do 
they ? . . 

Mr. Barnes. The law autliorizes them to designate people to attend 
in their places. 

Senator Crark. And they have done that? 

Mr. Barnes. And they have done that. 

Senator Crark. So they have never appeared in person at any time 
in the'last year, have they ? ; 

Mr. Barnes: Not during the last year, but at times when we have . 
had a major change in loan policy we have had meetings at which 
tliey would be present, and the entire proposed change would be dis- 
cussed with them. They have executed the policy statement, or ex- 
pressed their own views. . 

Senator Ciark. On what level in Treasury and Commerce are the 
representatives whom they send to attend these meetings ? 

Mr. Barnes. The Assistant Secretary level.. It calls for a designee 
at a level appointed by the President, and, of course, this implies 
being confirmed by the Senate. 

Senator Crarx. Is it always the same individual, or are they. dif- 
ferent people? 

Mr. Barnes. It: is always the same individual.. The presence of 
these men in Washington has enabled me at times, when a change was 
needed promptly, or an extraordinary meeting was needed quickly, 
to get them together, or even to consult by telephone on certain mat- 
ters and have prompt decisions. I just do not think that this other 
type of board would act as quickly in a functioning program that 
continues from day to day and involves a big volume. 

Senator Ciark. Yes, but you do not have policy changes every: day. 

Mr. Barnes. We consider them every month, and there may be 
variations of one kind or another almost every month. Few business- 
men want to serve on a board where they will have to come in here 
every month. The other National Advisory Boards meet not oftener 
than twice a year, and sometimes once a year. But the.field boards 
meet quarterly sometimes. We get constant readings on their policy. 

Senator Ciarg. I think you have answered my question. Do other 
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erehere of the subcommittee have questions about the Loan Policy 
oa 

Senator Busu. I think he made a very good case for the avoidance 
of the change, Mr. Chairman. 

Mr. Barnes. I want to say in fairness to the other members of the 
Board that sometimes there has been the impression that the Board 
has exercised a restrictive activity or control over what I have done, 
or we have done. This I want emphatically to deny. There have 
been times when we have not acted, but it. has been because we did 
not have all of the material before us, and had not studied it well 
enough for presentation to the Board; but there has not been any 
occasion when it has been unwilling to consider a liberalization of 
any particular policy. An analysis of what we have done over the 
past 414 years will show we have moved-into several different new 
areas and have not at all been unwilling to trim the policy to at the 
current needs, whatever they might. be. 

._ I do not like the implication that the Board is not doing its. job. 
I think it is doing a very good job. 

Sénator SparKMAN. Mr. Chairman, may I ask a question ? 

Senator CLark. Senator Sparkman. 

Senator Sparkman; I. think Mr. Barnes made a very good state- 
ment. He knows well that from the very first I was opposed to the 
manner in which the Board was set up. I am inclined to agree with 
what he has said, though, that they have been quite helpful to him 

in the manner in which it has been administered. There have been 
some things that I do not particularly like. 

For instance, Mr. Barnes will recall that Mr. Mueller, who is the 
man from the Department of Commerce who represents the Secre- 
tary of Commerce ordinarily. on the Board, has testified at different 
times that he did not believe in the Small Business Administration 
as an independent agency; that he felt it ought to be a part of the 
Department of Commerce. At one time he referred to it as a political 
gimmick. 

So it seems to me it is rather difficult for someone who holds what 
we might call an antagonistic view to the Small Business Administra- 
tion, to be one of thebest advisers, I say that, even though I add, I 
believe as it has worked out that the Board has been quite helpful 
to Mr. Barnes, 

Mr. Barnes, while I do not know too much about your National 
Advisory Committees and different groups of that kind, I want to 
comment especially upon your recent setting up of an advisory com- 
mittee having to do with disaster loans. T have had some -occasion 
to talk with the members of that, committee down in my State and I 
know something of the work they have been doing in connection with 
disaster loans. 

Judging from that one committee, I think you have done an ex- 
cellent job in getting the help of these people ‘right out in the field, 
as someone said, on the firing line, where these disaster conditions 
have occurred, and getting them to help you in the manner they have. 

Senator Crark. I think in fairness to Mr. Barnes, also, it should 
be said most of those who are objecting to the Loan Policy Board 
are not objecting to the Board as such, but objecting to the policies 
of the Commerce Department and the Tre: usury Department with 


ee 





ee Ww 


“S 


— 
} 


h 


th 


wo. Ee ew 


ee CN LS TEE TN ORC AR 


CREDIT NEEDS OF SMALL BUSINESS 569 


which they do not happen to agree. As long as those policies repre- 
sent the policies of the Administration, I do not see how we will 
change that by changing the Policy Board. The way to handle ‘that 
is to change the Administration. . 

Senator Busu. It is out of the scope of.this committee’s work, 
though. | 

Senator CrarK. Not entirely. 

Senator Sparkman. I think in the beginning the fear was this 
would not be the independent agency that Congress wanted it to be. 
I think the way it has been handled, Mr. Barnes has done a splendid 
job-of handling it, and perhaps.our fears were not justified. 

Senator Busy. I am glad Senator Sparkman brought out this 
point about the conimittee’s functioning especially under the disaster 

rovisions of the law. ‘As I see it, it is operating, too, at close range. 

uring these disasters I have seen the Small Business Administra- 
tion set up very efficient committees of the most thoroughly qualified 
people within the area to help-process loans, and pass upon loans. 
They have even been able to command the service of bankers in all 
of these towns and cities where they have-operated.. Men who com- 
mand the respect of the communities, which is very important in this 
matter. 

I think that the thing has worked out very well indeed, and I am 
very glad Senator Sparkman himé&elf has seen that and made this 
observation for the record. This is one of the most. creditable chap- 
ters in the SBA history. to date, that is, their work in the disaster 
area. 

Senator Ciark. Let us get on now to the. periodical controversy 
over interest rates. 

Mr. Barnes. I would like to. have the-courtesy of just-saying one 
thing about Mr. Mueller, to set therecord straight. 

I am sure everyone will agree he can express his own opinions. 
He.is a conscientious man and he carries out his function very effec- 
tively. He was a furniture manufacturer and a small-business man 
himself, and he regards his assignment. to the Department of Com- 
merce as an opportunity to help all industry generally. 

In the consideration of loan policy matters, he is well versed. He 
has served on the board of.directors of a bank in Grand Rapids, ‘and 
he is always one of the first to see the small-business man’s viewpoint, 
hecause he has been through all of the problems himself. So his 
general views should not be interpreted to mean that his actions as 
an individual member of the Board are anything less than what the 
legislation calls for. | 

I do want to say that in fairness to Mr. Mueller. 

Senator Sparkman. I will say, Mr. Barnes, that: I think that is 
correct. I was citing this as an explanation in part for, the fears 
that many of us had of the functioning of the Board. But I think 
the experience has served greatly to allay those fears. 

Mr. Barnes. Next, H. R. 7963 fixes a maximum interest rate of 5 
percent on the SBA share of all business loans. This proposed change, 
I believe, will seriously limit the deferred participation loan pro- 
gram of SBA. For example, if the maximum interest rate is fixed 
at 5 percent per annum and a participation fee of 1 percent is charged, 
as now provided by SGA regulations, the net to the bank on SBA’s 
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share of the loan is 4 percent, which is not sufficiently attractive to 
induce continued participation. Even under the present provisions 
of the Small Business Act, permitting a 6-percent interest rate, there 
. has been a decided shift from the de saad to the immediate type of 

een loan.- For the fiscal year 1956, deferred-praticipation 

oans accounted for 31.8 percent of the total number of business loans 
approved ; this percentage dropped to 20.9 percent for the fiscal year 
1957, and for the first 9 months of this fiscal year the percentage is 
down to 14.8 percent. While this his been a cutaldeanbe percentage 
decrease, the total amount of deferred-participation loans approved 
this year remains substantial. 

Senator Cuiark. Mr. Barnes, would you explain to us why the 
limitations on the’interest that SBA can get on a loan would have 
os in semen on the interest which a participating bank would get? 

r. Barnes. I think it would be the natural reluctance of.a banker 
or businessman to tell a customer that,-although you can get a 4- or 
5-percent rate from the Government, if we are to participate we will 
- have to»have a higher percentage on our share. It is a thing that an 
individual would be reluctant to say to his customer. - He is more 
likely to say, “Well, we are not participating in SBA loans; and we 
think you should have direct loan.” 

Senator CuarK. Legally. speaking, the restriction on the SBA has 
no effect on the bank’s interest. This is just 'a psychological matter. 
Is that right ? 

Mr. Barnes. But it’ is an effective block, since the-bank cannot earn 
more than 5 percent interest on SBA’s share of the loan. 

Senator Ciark. Before you put your mind on the rest of the sub- 
ject, would you tell us ‘whether SBA interest rates have come down 
at all in the last 5 or 6 months as a result of the easing in the money- 
market rates generally throughout the country ? 

Mr. ‘Barnes. Our interest rates have remained generally the same. 
The current law says that interest rates should be fixed at the pre- 
vailing rate and at not more than 6 percent. Since I do not cover 
this point in the statement, I would like to say, parenthetically, that 
this provision .in the law fixing interest rates at those prevailing in 
the area is unenforcible. 

I have not, myself, been able to figure a way in which this could 
be done with equity and accuracy and, though I have talked to bank- 
ers in alk parts of the country, 1 have found nobody who can suggest 
how this could be done.. 

Senator CiarK. As I recall—and I suppose Senator Bush knows 
much more than I do about it—but I thought there was a prime bank 
rate in every area. 

Mr. Barnes. But the prime bank rate is based on a different con- 
cept entirely. It is based on the most desirable credits or credit risks. 
It is.a very low rate, and there is no relation between the prime rate 
and the type of rate which is normally charged by.a bank in a com- 
mercial loan. 

Senator CiarKx. A lot of people think it is not nearly low enough. 

Mr. Barnes. As you know, I am sure, from your own experience, a 
bank fixes its rate on a particular loan, taking into consideration a 
number of factors: the desirability of the customer’s business, his 
general credit reputation, the type of collateral offered, etc. 
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Senator Busu. I have just one’ point. Most of the loans you make 
run up to 10 years, do they not ? , 
Mr. Barnes. Between 5 and 10. | It averages about 5 years. 
Senator Busu. When you talk about the prime bank rate, I think 
it usually applies to the ordinary commercial loan for 90 days, or 6, 
months, or less than a year.. That is. what the prime bank raté ap- . 
lies to. 

: Mr. Barnes. Also, the best credit risks of the No. 1 and largest com- 
anies. 

. Senator Busu. That is right. Undoubted credit. 

Mr. Barnes. That is right. I believe that no‘bank would charge 
the same rate, the prime rate, to the type of customers that are in- 
volved in the SBA loans, generally. - 

Senator Ciark. No; I am sure of that. What I am su ing is 
that there is some kind of relationship which I think oa make it. 
possible for you to comply with the statutory definition. It isnot only 
the prime rate, but the Economic Indicators each month give us a, 
series of statistical.bases from which I should think you would be able 
to compute an interest rate for SBA loans. 

Mr. Barnes. As I say; in a particular: community—and I can tell 
you about my own communhity—the banks in the urban areas and 
small State banks may charge an entirely different, rate than a down- 
town bank, because of their desire to build up customers ,And on’ 
different types of loans. Only the Federal ‘Reserve System is ina | 
position to keep currently informed on the rate prevailing in any par-’, 
ticular area. 3 

Senator Busu. Is it not true a loan of 5 to 10 years is, in itself, a 
rather unusual type of loan in most any community ? 

Mr. Barnes. Yes, sir. | 

Senate Busu. And the banks do not generally lend in that term 
area ? 

Mr. Barnes. Yes,sir. That is*true. | 

Senator Busan. Which makes it difficult to generalize in areas as to 
what a going rate should be for that type of loan. | 

Senator Ciark. As I said before, you know far more about this 
than I do, but there are lots of other indicia. You have long-term 
bond rates and intermediary Treasury rate. You have statistics com- 
ing out of your ears on that. ike 

Senator Busu, That is right, but there ate other things that bear 
on that rate, Mr. Chairman. . You: havea long-term bond rate, but 
that isa marketable security. -“This is a tieup for 5 or 10 years with a 
small company and a small loan, and you cannot compare those rates: 

Mr. Barnes. May I suggest some things that should be kept in mind 
here, based on, my own experience? In the first place, we, have had 
very few complaints about the interest rate that we charge. The 6- 
percent-and-under rate is accurate enough and near enough, in my 
own opinion, to satisfy the requirements and desires of businessmen in 
all sections of the country. In many areas, commercial: rates are 
higher than that. 

Furthermore, if our interest rates varied in various areas of the 
country, this would, in my opinion, create a problem of ‘the first mag-. 
nitude in my office and in congressional and senatorial offices. Any 
time you varied a rate and made it higher or lower than any. place 
else, this gives it a 











572 CREDIT NEEDS OF SMALL BUSINESS 


Senator Cuarx. It is done every day in the week by FNMA, which 
. has a far larger operation than you have. 

Mr. Barnes. In connection with real-estate loans, I can see it 1s 
easier, but this does not take into account all of the credit factors 
which are involved in commercial loans. 

Senator CuarK. It is just one of the facts of life, Mr. Barnes, that 
interest rates in different parts of the country are now and always 
have been very different. I know I can get a loan at Jackson Hole, 
Wyo., at 10 percent and get it for 3 or 4 percent in Philadelphia. That 
' is Just one of the facts of life. 

Senator Busu. On the FNMA illustration you are talking about 
Government guaranteed obligations. 

Senator Ciarx. We had alittle discussion about that yesterday. 

Senator Busn. Yes. But that is what it is. Here he is trying to get 
banks to participate on the credit of this borrower. It is not Federal 
credit. 

Senator Crark. He does not try to set the interest rates of the bank. 
The bank can set its own interest rate. 

Senator Bus. My thought is—and this was the point he was just 
making, I thought—if he 1s limited on the question of interest rates 
it oorn serious sly interfere with getting banks to participate. Is that 
right ? 

{r. Barnes. If the interest rate is reduced below what it is at 
_ present. We have been charging a flat 6 percent rate on direct loans. 
On deferred loans we have been char ging between 5 and 6 percent, 
depending on, what the bank charged. ‘This has generally satisfied 
the banks and,we have never had a single complaint about it. I think 
that to try to vary the rate by areas would cause such a complexity 
and such a debate about each particular loan that it would create 
a real administrative problem. 

Senator Ciark. This is an argument I do not expect .to win this 
morning, Mr. Barnes. You have made your point, so why do you 
not go ahead. 

Mr. Barnes. All right, sir. 

Senator ‘CrarKk. Except I would like to ask this question. Is it 
true most of your loans are 10 years down to 5? 

Mr. Barnes. No. I said our average loan is a little over 5 years. 

Senator CiarK. A little over five? 

Mr. Barnes. But we can go up to 10, and we do have a substantial 
number between 5 and 10. 

Senator CrarKk. Do you not usually give this committee a chart 
which shows the maturity of the different loans you make? 

Mr. Barnes. Yes, sir. 

Senator CiarK. Have you one there? 

Mr. Barnes. One is contained in each of our semiannual statements. 
I do not believe I have that particular chart. 

Senator Ciarx. You do not need to stop for it now. I was pretty 
much under the impression that you have confirmed, namely, that your 
average loan is under 5 years. 

Mr. Barnes. That is in part caused by the rather large number of 
limited paritcipation plan loans which are small loans and which 
have a limit of 5 percent. There is roughly a third of our loans in 
this category, and this tends to make the average for loans that are 
in that category, lower. 
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Senator Busu. May I ask one question for clarification ? 

Senator Crark. Certainly. 

Senator Busn. You speak about a deferred participation loan pro- 
gram. Would you describe that! 

Mr. Barnes. Yes, sir. 

Senator Busx. I am not quite sure what that means. , 

Mr. Barnes. We have loans in participation with banks, and then 
we have direct loans. We cannot make a direct loan unless we attempt 
to get a participation loan. Now, of the bank participation loans. 
there are two types: deferred and immediate. In the deferred par- 
ticipation loan, which we seek first, the bank makes the application 
for its cusotmers aid asks us to enter into a participation with it in 
the loan. This is done by entering into a contract with the bank. 
If we approve the loan we enter into a contract with the bank b 
which we agree on the terms and conditions of the.loan. The ban 
agrees to advance all of the funds and we agree to purchase. the 
agreed portion up to 90 percent upon deniand or call of the bank, 

In turn.then the bank agrees to pay us bank charges, which is in 
effect a charge for guaranteeing or agreeing to purchase this share 
of the loan at a later date. Then the bank goes ahead with this par- 
ticipation contract and advances all ‘of the funds and closes the loan, 
and services and administers the loan. 

Senator Busu. And then they keep it indefinitely without vee 
itto you. Is that right? | 

Mr. Barnes. Yes, sir.. They keep ‘all of the interest and pay us 
the bank charge on our share. 

Senator Busx. What do you get for staneing behind that. loan to 
the extent of 90 percent? What is your share ? 

Mr. Barnes. We have a sliding scale, depending’ on how much 
participation the bank takes. 

Senator Busu. Is it 4n annual commission you get, or just a one- 
shot thing ? 

Mr. Barnes. They pay it to us quarterly. 

Senator Busu. So long as you are committed ¢ 

Mr. Barnes. Yes, sir. So long as we are committed. 

Senator Busi. And that is what you call a deferred participation 
loan ? 

Mr. Barnes. Yes, sir. It begins as low as, I believe, a half a per- 
cent if the bank takes 50 percent. It is three-quarters of 1 percent on 
75 percent participation, and then 1 percent at 90 percent-—if we have 
to take 90 percent of the loan. 

Senator Casr. Is that the fee referred to at the top of page 6 whith 
has been reduced ? 

Mr. Barnes. Yes, sir. The Loan Policy Board'reduced our par- 
ticipation charges 50 percent. It cut them in half coeme the past 6 
weeks in order to attract banks to these participations. And it is ef- 
fective. Right now we are noticing an increase in the deferred, par- 
ticipations. “We have had banks that have had immediate participa- 
tions switch over to the deferred participations in a number of in- 
stances, in the past: month. 

Senator Case. So that the fee is now three- eighths instead of three- 
fourths of 1 percent for the 75 percent participation ? 

Mr. Barnes. No. The figures I gave you are the current, figures. 
They were twice that. 
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Senator Cass. So it was as high as 114 percent, and as high as 2 
percent for 90 percent participation ! 

Mr. Barnes. Yes. } 

Senator Proxmire. Mr. Chairman? 

Senator CLarx. Senator Proxmire. : ; 

Senator Proxmire. You have had the 6 percent rate in the begin- 
ning. You have oe gaa this limitation and asked to have it elimi- 
nated.or removed . us 

Mr. Barnes. When the law was first enacted, Senator, there was not 
a 6 percent limitation. We had some loans in excess of 6 percent. The 
6 percent limitation was placed on it, I believe, 2 years ago. The Loan 
Policy Board has established the base or minimum rate.of 5 percent. 
We have always, however, charged 6 percent on a majority of our 
direct loans, and there have been only a few loans in which, prior to 
the time the restriction was placed in effect, we exceeded this. 

Senator Proxmire. Did you protest the 6 percent 2 years ago? 

Mr. Barnes. Yes. I believe it is more effective in the administra- 
tion of a loan program not to have the limitations. 

Senator Proxmrre. Do you find it:a serious handicap? 

Mr. Barnes. Only in a certain type of loan. The type of loan that 
ordinarily is a factoring loan, where the factor gets 14 to 18 percent, 
which involves a lot of bookkeeping and which in commercial banking 
circles ¢arries a rate of 10 to 12 percent. We believe that a limitation 
of 6-percent tends to aftract some borrowers away from credit sources 
in private industry that they could very well use; and, to administer 
that kind of loan in some instances may increase our costs beyond what 
it should be. But in any event we have permitted the banks in that 
kind of Joan to charge a service.charge if they handled, in effect, the 
beekkeeping’ work in connection with the accounts receivable for the 
borrower. 

Senator Proxmire. So with that single exception you have been 
able to live within the 6 percent limitation ? 

Mr. Barnes. Yes,'sir, we have. 

Senator Proxmme. And through that discount you have been able 
to adapt to that? 

Mr. Barnes. Yes. 

. Senator Proxmime. Then in view of the fact that interest rates 
have been dropping, and dropping sharply and substantially, why 
would not the establishment of 514 or 514.or 5 percent as a limitation 
besensible and appropriate now? 

Mr. Barnes. .I think they are dropping in many instances to 6 per- 
cent for this type of loan. They have been in excess of 6 percent. 
Furthermore, I think it is desirable to have the interest rate in this 
program charged at a standard rate, and perhaps even a little higher 
than commeércial rates, in ordér not to attract borrowers away from 
private credit sources. If our rate is at 6 percent 

Senator Proxmire. Although that was not much of a problem before 
when you had higher interest rates and you had this limitation of 6 
percent. What I am getting at is, those of us who believe very firmly, 
as I do,.in low interest rates, feel about the only thing the Congress 
caii do: to.hammer them down is through programs such as this. 

Mr. Barnes. I-do not disagree with that. necessarily, but I think 
that 6 percent in this type of credit is considered by a businessinan to 
be reasonable, and maybe even low in some instances. 
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_ Senator Ciarx. Mr. Barnes,‘is it not a fair statement—and I do:not 
want to put words in your mouth—but you are a convinced believer. : 
in high interest rates; and I honor your position but I disagree with 
you. But you are a high interest. boy, and so is this. adiiinistration, 
and you can make a pretty good case for it. In fact, usury from your | 
— of view isan obsolete concept.. You can make a ease for that. 

enator Proxmire and I happen to disagree with you, but we are 
not going to settle it this morning. 

Senator Busu. Mr. Chairman, we have gone only a third, of the 
way through his argument on this point and I suggest. we get that 
into the record arid then take up the argument again if there.is more 
to be said, but he has some of the answers here that we have not gotten | ' 
to yet. hi 

Senator CiarK. That is agreeable to the congressional ‘critics of 
the present policy. Go ahead, Mr. Barnes. 

Mr. Barnes. By. far the largest number of business loans:made by 
SBA is made under the limited loan participation program. This loan 
category was designed for the small-business man and merchant who 
displayed good earning capacity, competence and! integrity in the 
conduct of his business, but possessed collateral difficult to assess for 
normal lending purposes and, most particularly, for term loan con- 
sideration. While it is the policy of SBA to take whatever collateral 
may be-available to secure the taxpayers’ dollar, the Agency looks ' 
particularly to the earning capacity and management competence of 
the applicant and relies on the participating bank for assessment of 
security and collateral, inthis particulartypeofloan. ,-. . 

Loans made under this program require participation of at least 
25 percent by local banking institutions. yd 

he limited loan participation program is ideally suited, for par- 
ticipation by the 15,000 smaller banks of the Nation. “With this pro- | 
gram reaching cities and towns in every corner of the country, it is 
imperative that’ we rely heavily on the local participating bank’s ap- 


- praisal of the applicant’s integrity; character, management, ability, 


competence, and security offered. The SBA could not make, with a 
limited staff, the: thoroughgoing check necessary in order to protect 
Government funds. Wecannot independently assess thé credit factors 
at an expense consistent with the interest rate earned’ and the, total 
intérest income earned on these, small loans. Only by means of par- 
ticipations with local financial institutions, Who know well their people 
and the area, can. we conduct this program, which is generally ac- 
knowledged to be a term. credit boon to small businesses in the retai 
and service industries. : | ee 

Recently the Loan Policy Board of the Small Business Adminis- 
tration took steps to halt the decline in deferred participatidns by the 
banks by reducing the bank participation fee by 50 percent. This is 
already apparently having « favorable effect on bank participation. 
If this bill.reduces the maximum interest rate,from 6.to 5: percent it 
would tend to counteract this recent action of the Loan Policy Board 
and, furthermore,*we have received. no complaints, concerning the 
interest rates presently charged. 

The paper, Government Loan Programs for Small Business, by, Dr, 
Carl Arlt of the Board of Governors.of the Federal Reserve System, 
which was published by. this committee as part of the Federal. Reserve 
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Board study, Financing Small Business, refers to this interest rate 
problem. 

Recent congressional pressure to reduce the interest ceiling to 5 percent has 
been resisted .by SBA on the grounds that such a reduction would reduce the 
attractiveness of the deferred participation to private lenders since the par- 
ticipation fee reduces their net return. The marked decline in the last 2 years 
in the relative importance of deferred participations tends to affirm this posi- 
tion. SBA also considers that a reduction of.the interest ceiling on direct loans 
would be unrealistic in view. of the high administrative costs of making and 
servicing small loans in-a program that requires the detailed screening of appli- 
cants to determine not only their inherent creditworthiness but also their in- 
ability to secure funds from private lenders. 

* * * * * %* * 

A similar comparison may be made of the SBA standard loan rate and com- 

mercial-bank rates in 1955.. Taking account of the fact that SBA charged a 6 
percent interest rate on all its direct business loans, that 20 percent of the loan 
approvals were for less than $10,000, and that 53 percent involved loans- of 
$25,000 or less, the average commercial-bank rate of 7.8 percent on loans of less 
than $10,000 and 6.2 percent on loans of $10,000 to $25,000, furnish some evi- 
dence of the relative underpricing of SBA credit. Data available in the 1955 
Federal Reserve business loan survey indicate that approximately 47 percent of 
the number of all business loans (all maturities) and 70 percent of all 1 to 
5-year term loans outstanding as of October 16, 1955, carried interest rates of 6 
percent or more. Practically all of the above-mentioned high-interest loans 
were in the small-business category. Except for some widening of the differen- 
tial between the inflexible uniform SBA rate and commercial-bank rates, the 
picture for 1957 is similar to 1955. * * * 
That concludes the testimony’ about interest rates, and I specifically 
quoted that to indicate what this objective study by the Federal Re- 
serve System representatives, comparing it with their own figures, 
indicated. I think it verifies that a.6 percent rate does not mean that 
we are a high-interest group or believe in high interest rates. Their 
view, and I think it is well documented, is that your 6 percent rate 
is under that generally charged by commercial banks for this type 
of loan. And my own view has been nierely that 5 percent is very 
unrealistic for this type of loan. 

You must not confuse this type of loan with housing loans or loans 

to veterans or programs of this general nature. These are commercial 
loans, and most of our borrowers feel they have had a real boon when 
they get a loan at 6 percent for the longer term. 
_ In the interests of orderly administration I certainly want to go 
on:record to this committee as: urging that you continue the present 
system and, even strike from the present law the wording relating to 
prevailing interest rates in the area, I believe it will avoid a con- 
siderable amount of difficulty, not only. for SBA but .it -will avoid 
complaints: that would be received, and. it would be very hard to 
measure and do so with accuracy and equity. 

Senator CLark. You would like to see us.take the 6 percent limita- 
tion off, would you not? 

Mr. Barnes. I would like to see you’ leave it at 6 percent. 

Senator Ciark. You would like to see-us take that limitation out, 
really, would you not? Is it not the basis of your argument that you 
do not, want any limitation? How can you justify 6 percent and 
say that, you. do not like 5144? I am not quarreling with you. 

Mr. Barnes. Well, if you are asking for my personal.view I would 
say yes. I would say yes, it: would be possible to administer. the pro- 
gram more flexibly if the 6 percent were notin. But I am willing 
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to accept. the decision of Congress two years ago that 6 percent will 
be a maximum, 

Senator CuarKk. Yes, but you did not agree with it then and you 
do not agree with it now, do you? I mean, Gaakie. 

Mr. Barnes. Well, I do not believe that ae i rates should ‘be 
fixed by law, but they should be—you should have flexibility in its 
administration. However, that is not the point to which I am ad- 
dressing myself this morning. Six percent I believe is acceptable. 
I believe it would be better if we did not have the language pertaining 
to prevailing rate in the area. 

Senator Proxmire. May Laska question, Mr. Chairman ? 

Senator CLark. Senator Proxmire. 

Senator Proxmire. You say this applied in 1955 and 1957; but it 
would not apply, would it, in 1958? By not changing the law’and not 
reducing it from 6 percent to some lower figure we are in effect chang- 
ing the relative position because interest rates are dropping, and 


the competitive situation, obviously, between the SBA+and banks. 


would automatically change because the banks’ interest rates are go- 
ing down; is that not correct ? 

Mr. Barnes. Yes: but I do not believe the change is that dramatic 
or that quick,-and I do not believe. it applies to this type of loans. 
His figures only run through 1957. That,is all he had, But.I believe 
1958 will show roughly the same thing, arid I do not believe generally 
they will go below 6 percent. 

Senator Proxmire. The drop in interest rates according to the fig- 


ures-I have before me right here is sharper than at. any time, as = 


understand it, in the Nation’s history. Of-course, this is short-term, 
3 months’ Treasury bills, and so on. They have dropped most seriously 
and severely, but, as. you ‘know, there is a lag, and we would certainly 


anticipate there would be a drop in interest rates generally throughout - 


the economy. As a matter of fact I notice’the drop i in interest rates 
of corporate bonds, triple A and B double A is very severe between 
1957 and 1958 in State and municipals, since November of 1957. Cer- 
tainly by more than the 6 to 5 percent. 

Mr. Barnes. My answer to that would be that’ this then should in- 
dicate that banks are seeking loans, and if there was a disparity be- 
tween what the banks were “charging and what SBA was charging 
that was material, the SBA applications would decline, whereas in- 
stead with the 6-percent rate they are presently at an all-time high. 
I think this month will be the highest number of applications we have 
had. So it is‘quite ‘apparent that interest rates do not have an impact 
on this situation, 

Senator Proxmire. I would agree there certainly are many other 
things.than interest rates, but T recall your e: arlier testimony in 
wliich you said the reason the SBA was expanding was because your 
services were becoming better known and you were establishing more 
offices. For that reason rather thi in because of interest rates or any 
other. 

Mr. Barnes. Well, partially.- I did not say it was solely the inter- 
est’ rates. Undoubtedly some of the general economic situation js 
having an impact on our program. I tried to indicate this was not 
the whole cause of our increase. I believe that is what I said. 

Senator Proxmire. I see. 
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Senator Busu. I would like to make one observation about the 
question of interest rates in this field. 

What. the Senator from Wisconsin has in point there, of course, 
the table shows fluctuation, rates but they have not fluctuated in 
this atea of lending anything like what they have on the triple-A 
bond money on a percentage basis. In other words, in this area they 
remain relatively stable. : 

Senator Proxmirr. ‘There is a lag. . 

Senator Busn, No; they remain relatively stable. 

‘Senator Crark. That may have to do. with the factor of demand 
and supply. ' 3 

Senator Busu. They did not go up so much either. 

These rates were stable. They did not go up the way interest 
rates did in those tables and they have not come down. 

Senator Proxmire. They go up more slowly, they go down. more 
slowly in the lag, too. 

Senator Busu. I-mean they are relatively stable; that is the point 
I want to make. Therefore, I do not think it is quite realistic to 
relate triple-A bonds or short 90-day money of undoubted credit to 
this feeling of bank lending. This is all I want to say. 

Senator Crarx. I would’ just like to make a brief observation I 
think we ought’ to.get onto, that to my way of thinking is largely 
affected by the fact that there is not an identity, there is not an 
equality of bargaining power between the borrower and the lender 
in this field; whereas, there is in the short-term. rate, there is in the 
triple-A rate. . hak 

ere you have’a borrower who has been turned.down by industry, 
he has to take -what he can get. He has no economic power to bargain 
for his interest rates. For that reason, I would fee] Congress has 
‘some obligation to help protect him. ° ; 

Mr. Barnes. Finally H. R. 7963 would require SBA to change 
its present definition of a small-business concern for the purposes of 
Government procurement. The bill provides-that if SBA uses num- 
bers of employees as a basis for determining whether a concern 
may be classified as small, the number of employees ‘used: as a limit 
for small-business concerns’ shall vary from industry to industry. 
SBA is directed to establish a,new definition without delay. If a 
new definition is not put into effect within 60 days, the bill provides 
that the present definition used for financial assistance purposes 
will be utilized for procurement as well. 

Section 203 of the present’ Small-Business Act states that a small- 
business concern is one-whicli is independently owned. and operated 

. and which is not dominant in its field of operation. The Administra- 
tion is authorized to.made a detailed definition using as criteria num- 
ber of employees and dollar volume of business as well as any other 
standards which the Administration deems to.be appropriate. 

‘The small-business definition and size standards applicable to the 
whole complex American economy is one of the most difficult prob- 
‘lems with which SBA has had to deal and should-remain flexible. 
The size standards promulgated by the agency have been in a con- 
stant process of evolution and refinement. The end of this process 
is not yet in sight. 
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The definition contained in H. R. 7963 is not desirable because, 
among other reasons, it forces the size standard into a rigid formula 
that does not permit the administrative development of size stand- 
ards arid the utilization of new approaches. For example, the def- 


* inition contemplates the .use of an industry size standard for pro- . 
‘ curement. Experience with the.industry size standard has indicated 


serious problems inherent in this approach. At this time, SBA is 
looking ‘to commodity size standards in connection with Government 


. procurement as a more satisfactory solution to the problem. ' This 


agency has promulgated a proposed regulation along these lines for 
comments by industry, other Government agencies and Congress. 

Senator Crark. Mr. Barnes, as a matter of fact, why does the 
dollar limitation on loans not pretty well solve this problem for you 
so that you do not need a complicatéd and.extensive definition of small 
business? You cannot loan more than $250,000. Does that not pretty 
well screen the matter for you? 

Mr. Barnes. Well, rio. It might in certain industries, but I will 
give you an example. . I think I may refer to it in my testimony. We 
were able to persuade the Defense Petroleum Procurement Agency to 
set aside a certain portion of the Government purchases of:jet fuel. 

Senator’ Cuark. That is’ procurement. .I am just talking about 
loans, 

’Mr. Barnes. Oh, I see. 

Well, in effect, as for loans, it.is generally satisfactory. | 

We do not have a, size standard problem occur in connection with 
loans more often than maybe once a month or so, and inevitably there 
is a question of whether a firm that is applyiig for a loan is a fairly 
dominant firm in the industry and we are seeking to ascertain whether 
the loan gives them a competitive advantagé that puts their other com- 
petitors at a disadvantage. | 

Senator CLark. How would you view elimination of all definitions 
so far as the statute is concerned so far. as loans are concerned? . 

Mr. BArnes. Well, I do not want to let my personal views get in- - 
volved with my official views here, and frankly the size problem is a ° 
real difficult one. I do think it would be better to leave ‘it as it is, 
because we are developing equitable size standards in various in- 
dustries, and it is a painful process that involves consulting with the 
industry itself. If they can help us, fine. ; 

Senator CrarK. I would suggest, you would save yourself all that 
work and may be able to cut the number of employees, get'rid of a : 
lot of redtape. Just say you cannot loan more than $250,000. In those | 
limits, use commonsense, not try to spell those things'out, having in- 
vestigators out'in the field checking every industry. 5 

Mr. Barnes. That is almost the effect-of the present situation. As 
I indicated, it is a rare situation that we have a size problem in con- | 
nection with loans. The problem always’ occurs. in connection, with 
procurement. We have announced some . 

Senator Criark.- I can see the problem in procurement. ‘I think 
that is different. I agree with you there. | 

Mr. Barnes. Well, I believe there should be some size standard in 
connection with loans because we have seen situations m which the 
loan applicant, if he obtained: a loan, would certainly be dominant, in 
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this. industry with the result of excluding almost all of. his 
competition. oe 

Senator Ciark.: Yes, I would think anybody who was dominant in 
his industry would get turned down. If he were dominant in the 
industry, he could get a private loan. 

' You cannot take his loan unless he is turned down. 

Mr. Barnes. No, this is not always true. You see situations where 
a small company was pretty well-dominant in a particular industry 
and we have to really study the whole industry to draw a line. 

Senator Proxmire. By “dominant,” do you mean a single unit had 
a substantial total of the proportion ? 

Mr. Barnes. Substantial portion of the total, so much so its activi- 
ties could set the pace in the particular industry. 

Senator Ciark. My only comment is that it may be quite unjust, 
that this type of definition involving enormous amounts of adminis- 
trative investigation is just an invitation to build up a larger staff. 
_'Mr.. Barnes. Well,:it does not work that way in our loans because 
each Joan report—in another hearing I testified about this; there is a 
loan report written by a financial specialist, he is perfectly familiar 
with the definition, he does not spend any length of time. The ques- 
tions ure answered that he has to deal with in the application, he 
merely checks'them against our standard: Occasionally there is ,a 
problem which he then has to refer on for decision. 

We do not have a lot of people working‘on this problem, The most 
time spent on it is in the appeals when people wish to come in and 
establish that they are in fact a small business when we have said we 
think they are beyond the size standard that has been set for the 
industry. 

Senator Ciark. Go ahead, Mr. Barnes. 

Mr., Barnes. In addition to these three substantive revisions, some 
technical amendments will be furnished to the committee staff, and 
some have already been furnished, I believe. 

Since my testimony before your committee last June, a number of 
bills have: been introduced in the Senate-amending the Small Business 
Act of 1953, as amended. I have already submitted detailed state- 
ments of my views on some of these proposals and will do the same for 
the remainder. At this point, however, I should like to comment 
briefly on these bills. 

A number of proposals have been made amending section 207 (1) 
(1) of the Small Business Act so as to extend the disaster loan pro- 

ram into new areas. Bills have been introduced to provide such 
loans to business enterprises and communities adversely affected by 
economic conditions resulting from the trade policies of the United 
States, S. 2907; to small-business concerns suffering economic injury 
due to federally aided highway construction programs, S. 3434: to 
small-business concerns suffering such injury as a result of programs 
conducted under the Soil Bank Act, S, 3453; to small-business con- 
cerns adversely affected by economic conditions resulting from the 
trade policies of the United States, S. 3664; and to small-business con- 
cerns. displaced as a result of urban renewal activities under the 
Housing Act of 1949, S. 3791. 


Tn my view, thesé proposals should not be considered on an individ- 
ual basis, Their relationship is such that the adoption of one would 
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lead inexorably to the adoption, of some, perhaps all, of the others. » 
The aggregate effect of all these amendments would be to change sec- ' 
tion 207 (b) (1) beyond recognition and to write into the act a hew 
type of economic disaster assistance totally different in concept from 
the original disaster program. . 

I personally question the advisability of the Federal Government 
undertaking programs to protect against all types of risk arid eco- | | 
nomic disasters. Thus, I do not recommend the enactment of S. 2907, ” 
3434, 3453, 3664, and 3791. 

(S. 2907 was not referred to the committee on Banking and 
Currency.) ' ce 

S. 3224 was prepared by the General Ser'vices Administration, with 
our assistance, to make it easier for small-business concerns to do 
business with the Government. Section 7 of this’ bill would amend 


_ present section 214 of the Small Business Act to provide that joint 


small-business set-asides may be made when found to be in the interest 
of assuring a fair proportion.of Government contracts for property: : 


-and services are placed with small-business concerns. These deter- 


minations may be made for individual awards or for classes of awards . | 
or contracts, Unider the present law, such set-asides may be made only 
when they are found to be in the interest of maintaining or mobiliz- 
ing the Nation’s full productive capacity or in the interest of war or 
civil-defense programs. ‘Fhe amendment.would put the program:on a 
eacetime basis. In addition, it would make the program more efficient 
y authorizing set-asides for.classes of contracts.. Presently the set- ' 
aside must bé made for each and every individual contract. | 
I strongly urge the eriactment of S. 3224... te 
(S. 3224 was not referred to the Committee on Banking and , 
Currency. ) : me 
S. 2993 empowers-and directs the Small Business Administration to . 
assist’ small business concerns in obtaining Government contracts for 
research and development and in obtaining the benéfits of research and | 
development performed by larger firms under Government contracts 


.or at Government expense. Although the Administration is already ' 


authorized to provide such assistance, I should welcome the addition 
to the act of, any language which will emphasize the congressional 
intent in this matter. Such language would serve as a timely declara- 
tion that small business must be established as an integral part of the — 
missile program. 

The reseach and development about to be undertaken in that area 
promises to have widespread effects on our economy, It should geri- 
erate new processes, new products, and, ‘perhaps, néw industries. I 
should like to see a strong pronouncement from the Congress that, in- 
sofar ‘as practicable, small business concerns must be given the in- 
valuable experience that comes from active participation in such’ 
work; that, to the extent that they are excluded therefrom, they must 


be permitted to,share in the knowledge acquired by others at the ~_ 


expense of the Government. 

S. 3319 was introduced by Senator Payne for the purpose $f giving 
priority to State and local tax liens over mortgage claims asserted by' 
the Small Business Administration against the property of a borrower 
who is. in default on a loan made Ey the Administration. Such a 
reform is desirable; but I do not believe that the bill, as drafted, will 
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accomplish it. I am submitting a draft of a bill which, in my view 
at least, is more likely to achieve the desired result. 

S. 2825 empowers the Administration to make business loans to cer- 
tain types of agricultural enterprises, including corporations engaged 

in the raising of agricultural products for sale.. At the present time, 
all of the Government’s loan programs for farmers are administrated 
by the Department of Agriculture. Under its supervision, the Farm- 
ers’ Home Administration makes loans to individual farmers for op- 
erating purposes, for the.improvement or purchase of farms, for soil 
and water conservation, and so forth. 

Although corporations engaged in farming are not eligible for 
assistance under these normal programs, they may obtain loans from 
the Farmers’ Home Administration under emergency conditions, such 
as whiere their production is disrupted by natural calamity. If a 

‘normal loan program is to be established for corporations engaged in 
farming, it should not, as proposed by S. 2825, be segregated from 
, the closely related lending activities of the Department of Agriculture 
and delegated to the Small, Business Administration. 

The remaining enterprises covered by S. 2825 are corporations en- 
gaged in the processing or canning of agricultural products for sale; 
corporations. engaged in: the developing, leasing, or sale of farms or 
lands for the production of agricultural products; and individuals, co- 
operatives, partnerships, associations, or other entities engaged in the 
sale of agricultural products. These enterprises constitute commer- 
cial, rather than. agricultural, activities. Persons engaged in such 
operations may, if otherwise eligible, currently obtain business loans 
from this agency under the present law. Since this aspect of the bill 
gives the Small’ Business Administration authority which it already 
possesses, I do not récommend its enactment. 

Senator Cuark. Mr. Barnes, in point of fact, have you madé any 
loans to that kind of small-business enterprise ? 

Mr. Barnes. Yes, sir; wé have made. loans to canning people, to 
packing ventures, to poultry-processing firmis, to any type of business 
that is more related to business than to agriculture. 

The way we administer this phase of the program is as follows: 
We have an ad hoc committee with some of our people and some of 
the people from Agriculture that are engaged in their lending pro- 
gram. If 'we have an application or Agriculture does, from a new 
category or industry where it is not ascertained whether the enterprise 
is agriculture or business, commercial, this committee analyzes it and 
makes'a decision. 

Now, clearly it must be one or the other, so that one agency or the 
other takes jurisdiction. Then the other agency does not consider 
that it is eligible. This applies in some fields, such as nurseries, the 
production of ornament, shrubs and various things of this nature; 
this is a business, 

I know of no more satisfactory way to work it than it is at present 
because it assures each business of falling in one catégory or another. 

The difficulty arises where a decision has been made that it is a 
business or agriculture and then the agency that has jurisdiction for 
one reason or the other declines to make a loan. Then there-is moti- 
vation for arguing that the other department should’ make a loan. 
But our Board policy, law, and, I think, the Agriculture’s policy also, 
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— will not do it. ; 
enator Ciark. In that connection, you had some correspondence 
with Senator Waktins, of Utah, about turkey growers. 

Mr. Barnes. Yes, sir. 

Senator Cuiarx. Senator Watkins has.requested Senator Fulbright 
to place in the record a letter under date of May 5 from Senator Wat- 
kins to Senator Fulbright, attached to which is some correspondence 
he had with you. That correspondence will appear in-the record at 
this point. 

(The correspondence referred to follows :) 


provides if the loan is available under another Government program, 


' May 13, 1958. 
Hon. ArtHur V. WATKINS, 
United States Senate, 
Washington, :D. C. , ; 
DEAR SENATOR WATKINS: I have your letter dated May 5, 1958, concerning diffi- 
culties faced by turkey producers from your State in obtaining loans through the ‘ 
Farmers Home Administration and the Small Business Administration. ‘Later 
this spring, the committee will be considering bills concerned with extending and 
revising the programs of the Small Business Administration. I am directing the 
staff to pursue this matter with, the Administrator of the Small Business Admin- 
istration when he is called to testify on these bills. 
Sincerely yours, ' 
J, W. FutpRricHt, Chairman. 


UNITED STATES SENATE, 
COMMITTEE QN THE JUDICIARY, 
May 5, 1958. 
Hon. J. W. FULBRIGHT, 
Chairman, Banking and Currency Committee, 
United States Senate, Washinyton, D. C: ' 


Dear SENATOR: I recently: contemplated the possibility. of appearing before your | 
Banking and Currency Committee during the hearings on “equity capital” 
legislation. 

Whilé much of what was said by others appearing before the committee in those . 
hearings is applicable to the sybject of prime interest to me, I must. recognize 
that the problem that confronts me does not truly fall within the scope of those 
hearings. Therefore, I have availed myself of this method. (correspondence) 
of presenting to you the subject which I feel merits further consideration by 
your committee. 

The possible outcome may be the suggestion of legislation to make it absolutely 
clear to SBA that Congress did not intend by certain congressional prohibition, to 
force upon that agency .an interpretation’ that would result in substantial 
injustice to a particular segment of small business. 

Specifically I refer to the question of availability of funds to finance small- : 
business men in the industry of turkey growing. At the present’time I, am con- 
vineed that. Small: Business Ajiministration feels compelled .to deny loans to 
turkey growers, based upon the genéral legislative prohibition against that 
agency making loans ‘to businesmen who qualify for financing ;through other 
governmental agencies, ' T 

I firmly believe that the policy should be reversed, and I would like to spell out 
for your. information and the information: of.other members of the Banking and 
Currency Committee, and’ the professional staff that so ably assists you, just 
why I am of this opinion. 

I have in the past found the use of the example (case study method) possibly 
the best .way of presenting the picture. I have attached as exhibits for your 
review the folldwing documents which when read in conjunction with this letter 
will spell out the..problem that bothers me and will point up the need for a 
solution: 

1. My letter of February 12, 1958, to Wendell B. Barnes, Administrator, 
Small Business Administration, and its enclosure. 
2. Mr. Barnes’ reply to me of February 21. 
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3. My letter to Kermit Hansen, Administrator of Farmers Stila Admin: 
istration, February 18, 1958. 
4. The réply from Acting Director H. C. Smith, dated March 4, 1958. 
5. My letter to Administrator Barnes dated.April 24. 
From these exhibits you can readily see that (1) money is not available from 
other governmental sources; and (2) turkey growers today are small-business 


men, not farmers. 


In developing the first reason, let.me point out that from my letters in my 
file it has been' clearly shown that neither through FHA nor Farm Production 
Credit Association can the turkey grower obtain financing for more than a 
12-month period, nor can the turkey grower obtain financing in an amount from 


* either of these agencies in excess of $15,000 to $20,000. 


For reasons more clearly spelled out in connection with my second point to be 


,enlarged upon later, the type of financing which these small-business men need 


cannot, therefore, be obtained. It is insufficient to tell a: loan applicant that he 
qualified for credit under another agency ,when, in effect, the type of credit 
which that agency offers would not and ‘could not be made to fill his need. I 
cannot think Congress intended this result. 

With respect to the second point, I would like to be quite specific on the reasons 
I believe the turkey producer is not a farmer. I will admit:that as the industry 
started it consisted of a great number of small producers who each had several 
dozen or several hundred turkeys which were maintained in addition to coops 
of chickens, herds of cows, and other general farm crop. ' Both the competition 
in the industry and the susceptibility of turkeys to disease have contributed to 
changing turkey’ production ‘from a farm operation to its present status. 

The turkey producer bf today, by and large,-does not till an acre of soil nor 
‘does he produce any of the feed grains for his flocks. ‘Rather, the average turkey 
producer conducts his operation on an exact parallel with the cattle-feed-lot 
operator. An examination of the industry will show that the turkey producer 
buys live poults, purchases feed grails which are then ‘scientifically fed to: the 
birds until the desired weight has. been reached. ‘Then the birds are custom 
dressed and prepared for sale. ' 

If you analyze this in comparison with the cattle feed-lot operation, you 
‘will note a very similar pattern. The feed-lot operator buys feeder calves, puts 
on 300 or 400 pounds weight, and sells to a slaughterhouse or commercial meat 
producer, when his market is right. 

Turkey production is conducted almost exclusively within: the confines - of 
coops. The birds -are- not generally allowed to forage, and ground crops are 
not generally cultivated by the producer for the turkeys use. 

When you consider -that turkey is no: longer a Thanksgiving-Christmas food 
product but rather is fast takjng an equal place on the American dinner table 
with other meat products, you can begin to get the picture facing the turkey 
producer. At the present time he is confronted with 12-month credit. 

The producer’ has several avenues of credit available if he can make his op- 
eration meet the pattern. 

a4 ean get $15,000 or $20,000 credit for 12 months from ‘Farm Production 
Credit or FHA, but under those agencies the producer is limited to 1 extension 
of credit each 12 months. And since there are markets for fresh-killed turkeys 
in each, of the 12 months, the producer is restricted by the loan policies of these 
agencies to 1 of the 12 markets; and thus we,get the tendency to overproduce 
for the Thanksgiving-Christmas market. 

The other avenue of, creilit available and the ‘one most frequently used is 
the national chain feed supplier. 

- The companies finance the producer who buys poults, grain, scratch; etc. 
from them and'take.a lien on the finished product. This requires the pro- 
ducer to obtain @ release of lien before he makes a sale and to require payment 
of, the purchase price to, recognize the lienholder’s interest, the outcome of 
which jis a hampering ‘of the producer in closing sales at the most advantageous 
point in the market pricewise and also requires full liquidation of the lien from 
the sale leaving. the producer with only his profit, if any, to finance his next 
hatch of birds. Under this financing arrangement the producer will never be- 
come an independent businessman because he can never mass the capital upon 
which to operate. Longer, term credit would, on the other hand, remedy this 
fundamental drawback.° 

This shortness of suitable credit is having another effect. It ‘is. encouraging 
the centralization of a‘ disproportionate share of the Nation’s production of 
food turkey in 1 geographic area,.and under 1 large producer. ‘Disease, 
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drought, or national catastroplie imei this centralization is permitted to con- 
tinue— cause hardship onthe people of this Nation at a time when we might be 
dependent on that production. If on the other hand our production is, de- 
centralized by encouraging the growth of strong independent small- business men 
throughout this country, then this hardship may bé avoided. ; 

I have left to last one further objection to the situation as it now stands, and 
that is the use by the Department of Agriculture of this loan authority to 
control production. Without passing on the pros and. eons of Federal control 
of turkey production, I wish to point up that such a use of loan authority goes 
against the intent of Congress in establishing’'the loan authority. 

I would sincerely appreciate your giving attention 'to the possibility of attach- 
ing to appropriate legislation before your committee amendatory language which 
would spell out for the Administrator of SBA a field of credit which could justi- 
fiably be exténded by: the Agency to the turkey-producing industry. I refer 
to the possibility of extending 5- or 10-year loans to qualify turkey producers 
whose yearly needs exceed $150,000 to $200,000. 

I have not attempted to prepare such; a technical amendment because I recog-, 
nize that. you have technicians on the committee staff who'are much more able 
on this ‘subject than myself. 

I would appreciate your comments or those of the professional staff monet 
to whom you may wish to refer this letter. 

Sincerely, 


¢ haa ARTHUR V. WATKINS. 


FEBRUARY 12, 1958. 
WENDELL, B.. BARNES, 
Administrator, Small Business Administration, 
Washington, D.C. 


DraR Mr. BARNES: 'T am enclosing a letter addressed. to you by Mr. Ernest 1. 
Wilson of. Nephi, Utah. Mr. Wilson’s, letter is self-explanatory, but I would 
like' to, call ta your attention the urgency of' his situation and’ the situation of 
other turkey growers in the State of Utah which prompts me to request. the’ 
most careful: and expeditious consideration of the' problem ‘eontained in this 
letter. 

As spelled out in Mr, Wilson’s letter, the turkey operation in Utah, as is else- 
where in the country, has become a year-round industry. This past year turkey 
growers in the State of Utah suffered tremendously as a restlt of a flooded’ mar- 
ket and low prices. They, must within the next month make a decision, as to 
whether or not they’ will seek financing'for another year, through the commercial 
feed: houses or whether they can make long-range plans to stabilize their: own 
operation through, Small Business Administration financing. Certainly if they 
can be'encouraged by being found entitled to. apply for small-business loan it is’ 
felt that many operations which might othéfwise go broke may possibly work 
out their financial problems and thus avoid what will otherwise be a very per- 
sonal disaster. 

I am.advised by your staff that a present directive of SBA precludes turkey 
growers and potato farmers. from applying. What ‘Mr. Wilson is asking, then, 
is that'you not only examine the specific problem presented in his letter, but at 
the same time review previous consideration of the Agency in order that a de- 
termination might be made under which these growers, or certain categories of 
growers, might be qualified for SBA loan. 

Mr. Wilson is itt Washington until Saturday when he will return to Utah via 
St. Louis. ‘Therefore, if humanly possible it’ would be sincerely appreciated if, 
reexamination and decision could be made Within the next ‘few days. I would 
like to be of personal assistance if there are questions in this case which are net 
answered by Mr. Wilson’s letter. 

Sincerely yours, 
ArTiuUR-V. WATKINS. 


NEPHI, UTan, February 12, 1958. 
WENDELL B. BARNES, 


Administrator, Small Business Administration, 
Washington, D..C. 
Dear Mr, BARNES: In writing this letter I write in'a dual capacity, for if the 
ruling of Small’ Business Administration, is favorable to my request, not only will 
the other members of the Utah Turkey Growers’ Federation seek to avail them- 
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selves of the services of the Small Business Administration but I intend per- 
sonally to be an applicant for a small-business loan. 

Specifically, the purpose of this letter is to obtain a definite ruling from your 
office with respect to whether or not various classifications of turkey producers 
qualify as businessmen who may -then file individual applications for direct or 
participation loans. “ 

In the beginning I would like to call to your attention the fact that since the 
passage of the poultry inspection law in the previous Congress, a substantial 
change in the turkey production industry has taken place. Inspection require- 
ments have almost eliminated the marketing of turkeys by on-the-farm operators. 
|The risk of contamination and disease is so high that, turkey production, like 
ehicken and cattle feeding, is restricted to a highly controlled operation. Re- 
search has proven that a scientific approach was required if this industry was 
to survive, ‘Therefore, our production is highly scientific now as distinguished 
from several years ago. In fact, $67,000 has been spent by Utah growers alone 
-on research to control one particular disease of turkeys. 

Where in the past a grower used to raise, clean, and dress a few birds for mar- 
ket, the operation: has now. grown to such an extent that the actual production 
of turkey meat is broken into numerous categories which I would like to spell out 
for you in order that your determination might be so written as to specifically 
rule on each of these various categories. ° 

First of all is. What is referred to in the trade as a “breedér hen operator.” 
This producer maintains a relatively standard stock of breeder hens and sells 
the turkey eggs to a commercial hatchery. He will market some hens after they 
have lost their value as layers. 

The second category is the turkey producer who buys eggs and hatches them 
in his own ‘hatchery, raises the poults, and feeds them to maturity. 

The \third is the. turkey producer who buys eggs and pays a commercial or 
private hatchery to custom-hatch them at a set figure per egg and then receives 

the poults on the date of their hatch and feeds them to maturity. 

The fourth category is the turkey .producer who buys day-old poults and 
feeds them to maturity. 

The fifth category is the producer who buys poults’at 6,8, or 10 weeks of 
age and feeds them to maturity. 

The sixth is the turkey producer who sells live birds-at maturity to a market- 
ing agency, broker, or a processor, and this producer can have acquired his turkeys 
in any of'the 5 ways described in the 5 previous categories. 

The seventh category is the turkey producer who contracts with a processing 
house for custom .processing of his particular birds at maturity and then sells 
on a competitive.market his processed birds. This producer also can have ac- 
quired his birds in anyone of the 5 various ways set forth in the first 5 categories 
set forth above. 

The eighth category is the producer who processes his own birds under super- 
vision of the poultry. inspection.law and markets them himself. 

When considering these categories it should be kept in mind that turkey 
production, which used to be a seasonal operation whereby spring poults were 
fed for maturity at Thanksgiving and Christmas time, has nOw changed so 
that the industry is in continuous production to supply demands for fresh- 
killed birds not only at. celebration times and national holiday anniversaries, 
but every day of the year. _ 

Previously short-térm. money was Satisfactory for our needs, for we marketed 
but-one crop. However, as our industry has changed, so has our mode of 
operation: and thus‘our financial needs. We now find it-necessary to have long- 
term financing. We dre not in a position where we cannot obtain financing at 
any source because it is well. known throughout, the industry that the feed 
companies, the national supply houses who deal with the poultry industry, will 
finance most of our growers, but in doing 'so we as individuals become subjected 
to the management and policies of those financing institutions. 

Bank credit is not available to us in the State of Utah. To my knowledge 
only one banking house in our State is presently carrying any credit in our 
industry. 

As I have stated above, short-term money is not ‘satisfactory for our needs 
and therefore the chattel mortgage loans which characterize the farm produc- 
tion credit loan is not satisfactory. 
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Farmers’. Home Administration. has been contacted, by a majority of our 
Utah turkey growers; and it has been the determination on those individual cases 
that because these growers do not till a single blade of grass or turn a foot of 


soil, they do not qualify as farmers for aid under that program. 


There is left, therefore, one single avenue of available help, and as an un- 
official spokesman for our Utah growers, I am presenting our problem to you 
with this sincere request that reexamination be made by, Small Business Admin- 
istration and a. determination made as to the acceptability of our applications for 
small business loan. 

In closing I would like to point out some example loans which have been 
granted by your agency which most closely approximate the type of operation 
we are now engaged in as turkey growers. A list of these has been attached 
for your easy review. 

Cordially yours, 
Ernest I. WIson. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D: C., February 21, 1958. 
Hon. ARTHUR V. WATKINS, 
United States Senate, 
Washington, -D. 0. 


Dear SENATOR WATKINS: Thank you for your letter of February 12, 1958, con- 
cerning Mr. Ernest I. Wilson of Nephi, Utah. 

I have given careful consideration to the problem-presented by Mr. Wilson in 
his letter to me of February 12. Section 207 (a) of thé Small Business Act of 
1953, as amended, authorizes this agency to make loans to enable small business 
concerns to finance plant construction, conversion, or expansion. Section 225 of 
the act prohibits the duplication of work or activity. of any other .department 
or agency of the Federal Government. In 204 (d) of,our act, the, Loan Policy 
Board has adopted a rule réquiring-an applicant for a loan from this agency to 
show that other applicable Government financing is not available. The Depart- 
ment of Agriculture and its component agencies have been given jurisdiction over 
agricultural credit. If the Small Business Administration were to enter into 
the agricultural field, it might find itself working at cross purposes with, and 
possibly overriding the policies of, agencies. having. specialized knowledge and 
experience in that field. Accordingly, this limits our loan authority to firms en- 
gaged in business activity and not agricultural enterprises. 

In order to be the utmost: service to you and your constituent, I have had my 
staff discuss with officials of the Farm Credit Administration the eight cate 
gories of turkey producers referred to in Mr. Wilson’s letter. We were advised 
that turkey producers in the eight categories referred to would be eligible for 
financial assistance through the production credit associations. 

‘It is my: understanding that the production. credit associations are not limited 
in amount as to the size of a loan but the granting of a loan would depend, of 
course, on the credit factors involved. 

You may wish to discuss with the Department of: Agriculture officials the 
problems of turkey growers regardless of any policy decisions which have been 
made in recent months pertaining to financing for expansion or establishment of 
new enterprises within the industry. 

Mr. Wilson does not refer in the eight categories listed in his letter to two types 
of operations connected with the turkey-growing industry which the Small Busi-. 
ness Administration considers as commercial in nature and, therefore, eligible for 
business loans from this agency. The first category is the processing plant which 
is a commercial enterprise and not a farm operation. The second category 
which is considered a’ commercial enterprise is the operation which deals. only 
with the hatching of eggs and sale of poults to other growers. If Mr. Wilson is 
interested in obtaining financial assistance for the latter two types of commercial 
operation, he should communicate with our Sale Lake City field office, located 
in room 518, Phillips Petroleum’ Building, 68 South Main Street. In this connec- 
tion, I am forwarding a copy of this letter to our Denver and Salt Lake City 
field offices for their information should Mr. Wilson wish to avail himself of our 
services as referred to above. 

Sincerely yours, ? 
WENDELL B: Barnes, Administrator. 
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: Em- 
Amount | ploy- | Type of loan 
ees 
1. Young’s Egg Service, egg hatchery, Hiawassee, Ga_._....-..__-._--- $50, 000 15 | Direct. 
2. Lakewood Quality Dairy Farm , Ine., dairy, Lakewood, Calif...| 70, 000 9 Do. 
8. Brookover Feed Yards, cattle feed 1 lot, Garden City, Kans. _........- 95, 000 25 Do. 
4. Weaver Food Co., Inc., fted, poultry raising, Stuarts Draft, Va_-..- 140, 000 17 Do 
5. may Food Co., . poultry processing, IRS I ie eich ade, 150, 000 65 Do 
6. Saline County Fi Co., broiler production, Benton, ide gueahad 25, 000 2 | Limited 
. , loan par- 
' | . ticipation. 
7.. Texas Sesame Seed Growers, sesame feed, Paris, Tex...............- 80, 000 9 | Participa- 
tion. 
8. Marshville Turkey Co., turkey processing, Marshville, N. C at FRR Fs... oo Do. 
9. James Calvin Rackley, ‘turkey hatchery, Pontotoc, Miss_- aske 25, 000 27 | Direct. 
10. Terrell County & Grain & E levator, grain processing ge ae 100, 000 2 Do: 
11, Stanley Gay Hobgood, cattle feed, Redmond, Oreg.._.._».--__------ 10, 000 1 |} Do. 
12. Pilch’s Poultry Breeding, poultry breeding, Thompsonville, Conn. 225, 000 74 | Do. 


13. Ranch Bruno, GRPRUE TOMER, TEs Ss WB) es iwns tsi Kawdeaciacee 15, 000 10 Do. 





FEBRUARY 18, 1958. 
Kermit H. HAN SEN, 
Administrator, Farmers’ H ome Administration, 
Department of Agriculture, Washington, D.C. 


Dear ADMINISTRATOR HANSEN: I have just returned from Utah where I was 
contacted by several of my people who are engaged in the business of producing 
turkeys. As you possible already know, the turkey industry suffered unusually 
this past year and specifically my Utah turkey growers have contacted me 
because certain of their membership have been informed that they do not qualify 
to’ be considered as applicants for Farmers’ Home Administration loans. 

In order that I might be able to properly answer ,the inquiries I am receiving 
would you kindly have a member of your staff prepare for my use.an analysis 
of the FHA position with respect to the following specific classifications of turkey 
producers. 

First of all, is what is referred to in the trade as a “breeder hen operator.” 
This producer maintains a relatively standard stock of breeder hens and sells 
the turkey ‘eggs to a commercial ,hatchery. He will market some hens after 
they have lost their value as layers. 

The second category,is the turkey: producer who buys eggs and hatches them 
in his own hatchery, raises the poults and feeds them to maturity. 

The third is the turkey. producer who buys eggs and pays a commercial or 
private hatchery to custom-hatch them at a set figure per egg and then receives 
the poults on the date'of their hatch and feeds them.to maturity. 

The fourth category is.the turkey producer who buys day-old poults and 
feeds them to maturity. 

The fifth category is the preducer who buys poults at 6, 8, or 10 weeks of 
age and feeds them to maturity . 

The sixth is the turkey producer who sells live birds at maturity to a market- 
ing agency, broker or a processor, and.this producer can have acquired his 
turkeys in any of the’ 5 ways described in the 5 previous categories. 

The seventh category is the turkey producer who contracts with a processing 
house for custom processing of .his»particular birds at maturity and then sells 
on a Competitive market his, processed birds. This producer also can -have 
acquired his birds in any 1:of the'5 various ways set forth, in. the first 5 cate- 
gories set forth above. , 

The eighth category jis the producer who processes his own birds under. super- 

vision of the poultry inspection law and markets them hiinself. 

, When considering these categories it should be kept in mind that: turkey pro- 
duction, . which used to, be a seasqnal operation. whereby spring poults were 
fed for maturity at ‘Thanksgiving and Christmas time, has now changed so that 
the industry is in continuous production to supply demands for’fresh killed birds 
not only at celebration, times and pational holiday anniversaries, ,but every day 
of the year. . 

Previously short-term money was satisfactory for our needs, for we marketed 
‘but one crop. However, as our industry has changed, ‘so has our mode of opera- 
tion and thus our financial rieeds.: We now find it necessary to have long-term 
financing. Weare not in a position where we cannot obtain financing at;any 
source because it is well-known’ throughout the industry that the feed companies, 
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the national supply houses who deal with the poultry industry, will finance most ° 
of our growers, but in doing so we as individuals become subjected to the man- 
agement and policies of 'those financing institutions. 

Bank credit is not available to us in the State of Utah. To my knowledge 
only one banking house in our State is presently carrying any credit in our 


industry. 


As I have stated above, short-term money is not satisfactory for our needs 
and therefore the chattel mortgage loans which characterize the farm production 
credit loan is not satisfactory. 

In view of the fact that thése turkey producers must within the next 30 days | 
determine whether or not they. are going to operate this coming year, prompt 
decision would be greatly appreciated. 

Sincerely yours, 
ARTHUR V. WATKINS. 


Marcu 4, 1958. 
Hon. ArTHUR V. WATKINS, 
United States Senate. 

Dear SENATOR WATKINS: This is in ‘reference to your letter of February 18 
concerning the credit needs of turkey growers in Utah. 

You inquired about the Farmers’ Home Administration’s position concerning 
eight specific classifications of turkey growers. The fact that a producer came 
within any one of the classifications you refer to would not in itself cause him 
to be disqualified from obtaining Farmers’ Home Administration assistance pro- 
vided he was an established family-type farm operator. The primary objective 
of this agency’s lending program is to provide needed credit to eligible applicants 
to enable them to make improvements and adjustments in their farming opera: 
tions so that they may become successfully established on family-type farms, 

While the Farmers’ Home Administration has broad authority to make loans 
to farmers and stockmen, including poultry producers, due to the rapidly expand- 
ing production of poultry which resulted in low prices to producers during the 
last several years, this Agency’s lending authority has been administered on a 
conservative bdsis in financing poultry producers. It has been and continues to 
be our policy not to make loans to establish individuals in the production of meat 
birds or eggs when such production would be greater than an incidental part of 
their farming Operations: With respect to farmers who are established in‘the 
poultry business, our policy is to make loans only to those who have a background 
of success with a poultry enterprise, sufficient resources 'to carry out their 
operations successfully, and who.are willing to follow’ practices which are con- 
sidered by responsible specialists to be essential to the poultry enterprise. 

Farmers’ Home Administration loans may be made only to'individuals who are 
unable to obtain needed credit from other sources. ‘Many types of credit from 
various sources are used in- different agricultural enterprises throughout the 
country. The provisions of the Bankhead-Jones Farm Tenant Act, as amended, 
seem quite clear that the Farmers’ Home Administration. should not compete 
with other agencies in the extension of agricultural credit and it is our aim, 
therefore, to administer these lending programs so as to supplement and not, 
supplant other, sources of agricultural credit operating in a community. 

It is our understanding that the Production Credit Association and some other 
cooperatives operating in Utah, in addition to private agencies, provide credit 
to turkey growers in that State. 

Farmers’ Home Administration loans to poultry producers for the purchase 
of poultry, feed, or other operating expenses are scheduled for repayment when 
the poultry is sold, or in the case of laying flocks, from the sale of eggs, usually 
within 12 months from the date of theadvance. Loans for equipment and other 
chattel type of capital investments may be made repayable in terms up to 7 
years but not in excess of: the. life of the equipment. Real estate loans may be 
repayable in terms up to 40 years. 

We appreciate your interest in our lending activities and should you desire 
further inforination please. let us know. ' 

Sincerely yours, 
H. C. Smirn, Acting Administrator. 
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Aprit. 24, 1958. 


WENDELL B. BARNEs, 
: =| Administrator, Small Business Administration, 

* + hee Washington, D. OC. 
._ Dear Mr. Barnes: The Small Business Administration has before it a formal 
application for loan filed by Ernest I. Wilson of Nephi, Utah. Mr. Wilson’s 
application was accepted by the Salt Lake office and has been forwarded pre- 
sumably through the Denver office to the central office for consideration. 

Mr. Wilson’s loan application will be of particular interest in the State of 
Utah, because of the number of other men in his business who likewise are in 

need of realistic financial assistance. On February 12, I had the ‘pleasure of 
forwarding to you a letter from Mr. Wilson seeking general information respect- 
te ing the loan authority of Small Business Administration to those businessmen 

; classified as turkey growers. Your reply on February 21 was deeply appreciated. 

I would like to call to your attention-at this time certain facts and conditions 
which ‘merit reconsideration in connection with-loan application presently pend- 
ing to which I have referred above. I am not personally familiar with the merits 
of the applicant’s financial stability, ability to repay or security; and I do not 
intend that my remarks be intérpreted in any way. to reflect. thereon.’ There 
is, however, a policy question which needs to be reviewed, and I refer particularly 
to the past position,of Small Business Administration with respect to granting 
of loans: to turkey growers. I have been supplied ample evidence that the Ad- ; 
ministration has not in the past entered this particular field of finance. I have i 
also been’ furnished ample evidence that the fundamental justification for Small | 
Business Administration cannot make loans to businessmen wee are eligible for 
credit from other Government agencies. 

I sincerely believe that the legislative prohibition placed upon the authority 
of Small Business Administration was meant to be realistic, and, therefore, I 
do not think that that prohibition categorically: prevents Small Business Ad- f 
ministration from making loans to turkey growers. : 

When one considers the type of credit—and by type I mean the duration of 
the repayment period and the size of the credit applied for—and makes this | 
consideration in light of actual existing circumstances, I believe he must come i 
to the conclusion that credit is not available nor are turkey growers eligible to 
apply for credit from other Government agencies, In justification for ‘this 
conclusion let me refer to a letter before me from Henry E. Peterson, acting Utah 
State director for FHA: 

“* * * the maximum amount.of operation loan that could be approved in ‘this 
State is $15,000, while the national office approval is at.$20,000. Loans advanced 
under this program for this purpose carry a rate of 5-percent interest, and would 
have to be repaid in approximately 1. year’s time from the date of. loan ad- 
vancement.” 

It, therefore, follows that it is.not sufficient to tell a grower who needs $150,000 
to $200,000 that,credit is available elsewhere when the agency itself is not author- 
ized to loan funds in the amount needed nor for the repayment term desired. 

Let me quote from a letter.in my possession written by E. K. Winder, general 
manager of Utah Farm Production Credit Association, 175 West South Temple, 
Salt Lake City, Utah: 

“Our loans are made for production purposes with maturities of not to exceed 
12 months.” 

This effectively closes the door to the turkey gowers with respect to this agency. 

I am informed ‘that Mr.. Wilson has.clearly explained in his application why 
these turkey growers are in need of long-term, as distinguished from short-term, 
credit and why they are in need of loans in excess of present FHA loan authority. 
Therefore, I will not expand on this to any degree. However, I would like to 
call to. your attention as I did in my earlier, letter the fact that turkey growing ; 
is not a Thanksgiving-Christmas project anymore. Turkey is being introduced 
into the daily and weekly diet oh a par with other meat products. ‘The demands 
for turkey, therefore, have required that the turkey growers produce live birds 
for available: markets each and ‘every month of the year. They cannot operate 
this type. of. business, therefore;,on short-term credit and the lack of operating 
capital unfairly. limits the efficiency of their business. 

I would sincerely appreciate your considering the contents of this letter when 
examination is made of the Wilson application. Again, I repeat what has been 
said above that I do not profess'or intend that my remarks bear upon the sound- 
ness of Mr. Wilson’s application. Certainly that can speak for istelf, but I would 
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“not want the decision of Small Business Administration with respect to the 


Wilson application to be based upon thé grounds previously used—that credit is 
available from other Government sources—for I very sincerely believe that 
examination of the facts will disclose the contrary. se 
May I express my personal appreciation for ‘the time you have devoted to 
this problem and assure you that my appreciation is shared by the entire turkey- 
production industry of my State. ; 
Sincerely, , 
ARTHUR V. WATKINS. 


Senator CiarK.:Senator Watkins has asked this subcommittee to 


- Inquire of you respecting your experience with loan applications from 


the poultry industry, in general, and turkey producers, in particular. 
I wonder if you can ariswer that inquiry this morning ? .howks 

Mr. Barnes. Yes, sir. I-cannot give you the-number of loans, but 
we have made loans to poultry processors. This means people that 
slaughter the birds and process them and prepare them for market. 
We draw the line at the growing. of the birds or the animals, and in — 
those areas Agriculture has jurisdiction and assumes jurisdiction. I 
would like to read into the record at this point—if it is not included 
in the letter that you have placed in the record—at least one, para- 
graph of a copy of a letter from Mr. H.'C. Smith, Acting Adminis- 
trator of the Federal Farmers’ Home Administration, which states 
their position on.this same matter.. He says: 

While the Farmers’ Home Administration has broad authority to make loans 
to. farmers and stockmen, including poultry producers, due to the rapidly ex- , 
panding production of poultry which resulted in low prices to producers during 
the last several years, this agency’s lending authority has been administered on 
a conservative bisis in financing poultry producers. 

Senator Cuark. That letter is in the record, so you do not have to 
read it all, but any part you want to emphasize, go right ahead. 

Mr. Barnes. Well, this; I merely wanted to state that the activity 
in which, apparently, Senator Watkins is principally interested, that 
of turkey growing, falls clearly under our agreement with Agricul- 
ture, under their jurisdiction and under their loan programs. 

Now, they have come to this decision under their own program, that 
they should, I think, take a conservative view in making this type of 
loan. Itseems to me that Senator Watkins’ remedy is to—or a more 
desirable remedy, I would say, would be to have his people make a. 
showing to Agriculture that there should be exception made, the 
have jurisdiction in this type of loan, rather than to have the Small 
Business Administration, in effect, duplicating what. Agriculture is 
now empowered to do and is doing. 7 

Senator Ciark. According to Senator Watkins, they are not doing 
it. He said money is not available from other governmental sources. 
He says turkey growers are small-business men, and not farmers. He 
thinks if Agriculture will not make loans to them, you should. What 
is your answer to that? + 

Mr. Barnes. Well, my answer is that the experts on agriculture, 
that are accustomed to dealing with their programs, and our people 
have agreed and have said that turkey growing is an agricultural 
pursuit. That does not become a business until the stage is reached of 
processing and packing the turkey. | 

Senator CuarK. I do not want to pursue it further. The record 
will speak for itself. The fact of the matter is Senator Watkins feels 
quite strongly that the turkey-growing business, as he calls it, needs 
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loans for more than 1 year. That is the nature of théir business. 

They cannot get loans for more than 12 months out of Agriculture; 

he thinks you ought to make them because turkey growing is a small 
’ business. : 

As L understand it, your point of view is somebody should persuade 
Agriculture—if necessary, . legislation—to make loans for more than 
12 months if desirable or needed. 

Mr. Barnes. | would like to draw your attention to the fact one of 
the subcommittees of the House committee held extensive hearings on 
this problem of turkey and chicken growers—chicken, and, I believe, 
the turkeys were involved—last winter. I do not have the citation of 
their hearings, but there is'an extensive record which has a bearing 
on this type of activity and:this type of lending activity. 

Senator Cuark. As a.matter of fact, Agriculture knows a good deal 
ea turkey market than the Small Business Administration 

oes key 

Mr. Barnes. Yes, sir. S. 3372 authorizes the Administration to 
lend up to $5.million for the establishment and operation of an experi- 
mental newsprint-paper mill in the State of Wisconsin. This pilot 
plant, which is to be operated by a qualified small-business concern, will 
employ new. methods for the utilization of low-grade hardwoods 
abounding in the upper Great Lakes region. The magnitude of the 
financial assistance contemplated by the bill is foreign to the small- 
business program and to the purposes for which this Administration 
a established. For that reason, I cannot recommend enactment of 

. B32. 

I would like to say, Senator Proxmire, however, that we do have 

authority to make pool loans, and a couple of years ago, when there 

were bitter complaints by newspaper editors that they were unable 
to get news print, I,. after consultation with the Loan Policy Board, 
announced that the Small Business Administration would be willing 
to consider a pool loan for the purpose of organizing and developing 
a newsprint plant in certain sections—in any section of the country 
where they could qualify under the law. 

‘Under this provision of the law, we are enabled to go beyond the 
$250,000 limit, and theie is no top‘limit.. There have been a number 
of newspaper companies that expressed an interest, and there has 
been, in at least two areas of the country I know, some study being 
given to them. - Under the law, if that route were followed; I believe 
it could be possible for us to. be of service. However, the amounts 
of money involved, even if there is a’ substantial’Government loan, 
are. still, as you know, very, very high. 

Senator Proxmire.. Yes; I recognize that. I appreciate your com- 
ment. : 

Mr, Barnes. Yes. In closing, I would like to impress upon this 
omens the importance of early action upon the legislation extend- 
ing SBA, eect “2 

I would like to comment on one other bill, S. 1992, however, before 
I conclude; 8S. 1992, by Senator Clark... This bill amend section 24 
of the Federal Reserve Act to permit banks to participate in disaster 
loans on something.other than th¢ir regular basis. I believe it would 
authorize them, perhaps, to take a second mortgage: 

Senator Ciark. This is second national banks? 
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Mr. Barnes. Yes. . 

Senator Cuark. This bill I introduced atthe request of the ad- 
ministration. ' 

Mr. Barnes. I say, my next sentence was I want to thoroughly en- 
dorse this particular bill. 

Senator Ciark. We find ourselves in siccord ¢ on at least one matter. 

Mr. Barnes. In the disaster-loan program, whenever we get a bank 
to take a participation, and they go on and administer the loan-—you 
will recall, Senator Bush, we did ‘this in Connecticut; we were able 
to get several banks there to take the participation. We were also, 
in California, able to get some of the big banks there to take some 
participation. This enables us to handle disaster loans’ much more’ 
quickly. But the Comptroller of the Currency, while he is taking the 
most liberal possible view under the Jaw, does have to follow the law, 
and it has been necessary sometimes to, criticize some of these loans. 
We. have had, in turn, to buy the bank out. We would much rather 
have this bill enacted, which would enable the banks to participate 
if they so desire. 

- On this point, there is in one of the bills that have been introducéd— 
I believe it is this House bill—a provision requiring & 90-percent par- 
ticipation by banks in disaster loans.. This I do not recommend. It 
would be much preferable to have the law remain as it is or-as it is 
spelled out in the Thye bill. The reeson is weare willing in a disaster 
loan for a bank to take less than a 10-percent. participation. We are, 
because it is to the interest—-in the first place, the interest rate’ is so 
low, 3 percent, that a bank could not expect to make very much in 
view of the administrative cost and servicing: the loan. But, if they 
will service the loan, then it would not be necessary to have Govern- 
ment employees do it. Yet if we spell out in the law 10 percent is 
required, there will be some cases; they would come in, or they would, 
at-least, think they would prefer not to. * ’ 

At the present, we, will actually take a participation if: the’ bank 
would take 1 percent, but we do, not wish to’advertise this fact. We 
encourage the banks to take as much as they will. So’ that, if the 
law is left as it is at present or if it is worded as it is in the Thyevbill, 
it will provide a‘very satisfactory situation that might be changed 
if the wording of the House bill is adopted. 

In closing, ‘T would like to impress upon this committee the i impor- 
tance of early action upon the legislation extending SBA: Only 5 
weeks remain before the end of this fiscal year: “We cannot develop 
it budget estimate for the fiscal year starting July 1 until we know the 
programs and responsibilities to. be assigned SBA beyond. June 30. 
Further, it is not possible’ to forward to C ongress an appropriition 
estimate for any-activity which does not have prior legislative au- 
thorization. 

We presently estimate that the revolving fund will probably be 
exhausted by July. 1. . Under the cireumsts inces, it is difficult. to re- 
cruit; as’ well as to hold,'some. personnel. This is the present situation 
at a.time when the business-loan and‘ contract set-aside activity is 
the largest in SBA’s history, and when there js a substantial activity 
in excessive rainfall and otlier disaster loans. 

At this point, I will offer these exhibits, with the understanding 
that the staff may not wish to use all of them. 
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Senator Ciark. That is correct. The staff will screen them. Now, 
Mr. Barnes, I have just. asked Mr. Yingling to give you an agenda 
which the staff, has.prepared for committee consideration of proposed 
small-business legislation. I want to be sure that we have your 
comments oni all of these many different bills. 

As you, have gone along, the staff has checked various items and I 
think you have conimented on all except four of them. 

The first one I would liké to call to your attention is No. 8 on page 
. 1.) 1 would like you to tell us the-present status of your business 
loans, disaster loans, prime contracts, and whether you are still satis- 
, fied with—well, rather whether you are satisfied with the amounts 
| set forth in the House bill, which is slightly different than the Thye 

bill, which I believe was the bill that you favored. 

Mr. Barnes. Yes, sir. Lid, 

Senator Bus. May I ask a question parenthetically ? 

Senator Ciark. Certainly, Senator. 

Senator Busu. The House: has. passed a bill which is in hearing 
now. ; 

Senator CuarK. Right. © ° 

Senator Busu. Mr. Barnes, the House has passed a bill, which is 
now before this committee. 

The three suggestions you made are to modify the House bill ? 

Mr. Barnes. Yes, sir. 

Senator Busu. Thank you: 

Mr. Barnes. We had a Bureau of Budget clearance on the figures 
set forth in S. 1789 and it is my—— 

Senator CiarK. S. 1789? 

Mr. Barnes. Yes. It is my understanding we also have a clear- 
ance on the figures set forth in H. R. 7963, which are as follows: For 
business loans, $500 million; disaster loans, $125 million; for prime 
contracts, $25 million; a total of $650 million. 

Senator CiarK. So you are content with the House figures? 

Mr. Barnes. Yes, sir. 

Senator Crarx. I take it the Budgét Bureau would not permit you 
to support S. 3453, which would increase the disaster loan fund to 
$175 million ? 

Mr. Barnes. No, sir, not at present. 

Senator Crark. Nor S. 3664, which would increase the disaster 
loan fund:to $225 million ? 

Mr. Barnes. No, sir. 

We have at present $75 million left in the authorization. On the 
basis of past experience, this, is adequate for the foreseeable future. 
Certainly Congress would be in session before the amount we pres- 
ently have would ever be exhausted. 

enator CiarK. This is taking into account the substantial in- 
crease in loan applications which you testified to earlier this morning? 

Mr. Barnes. Yes, sir. 

Those were in business loans and also in the rainfall disaster loans. 
As I say, it is adequate for that as we now see it, as we are able to 
foresee. ; 

Senator Crark. In other words, the authorization applied for in 
the Hotise bill is adequate to take you down through next J anuary? 

Mr. Barnes. Yes, sir. . 
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Senator Ciark. So far as you can now see it ? 

Mr. Barnes. Yes, sir. 

Senator CLark. Your judgment being based at least in part on ‘the 
present rate of applications for loans! 

Mr. Barnes. Vis sir. 

Senator CiarK. Will you turn to item 9, a taatter by which the 
money is paid into the revolving funds. 

The staff has handed me the existing law, which reads—and I 
quote— ' 
For this purpose, appropriations not to éxceed $535 million are, hereby au- 
thorized to be paid to a revolving fund in the Treasury. 

Is that procedure satisfactory to you? 

Mr. Barnes. Yes, sir. 

Senator Crark. I-notice that the Thye bill changes it. 

Mr. Barnes. I realize that, sir, and I am going to—I mean my 
testimony to indicate that the appropriation route would be prefer- 
able. 

Senator Ciark. The House bill continues the present, language of 
existing law. 

Mr. Barnes. Yes, sir. 

Senator Ciark. The Thye bill would change it. 

Mr. Barnes. Yes, sir. 

Senator CiarKk. You-support the House bill ? 

Mr. Barnes. I support the House bill. 

Senator Crark. All right. Now turn, if you will, to item 18. 

The ne bill would increase the maximum loan limit from 
$250,000 to $500,000... What are your views on that ? 

Mr. Barnes. I support the House bill and the Thye bill. 

Senator Ciark. You do not desire any increase in the maximum 
authorization. 

Mr. Barnes. No, sir. 

Senator CiarK. Why not? 

Mr. Barnes. We have relatively few if.any calls for loans in excess 
of $250,000 and although we have made a number—and when we do 
ave one, almost invariably it is a size company and the-credit, stand- 

ing is sufficient we can work out a bank participation and have them 

ake on the excess. If we get beyond $250,000, we tend to get into a 
field of financing that is just not small-business financing ; it is some- 
thingelse. It is another type of activity. 

Senator Crark. All right, now item 32. You may well have made 
all the comments with respect to these advisory boards that you have in 
mind, but I note that the House bill has language somewhat different 
from ‘the Thye bill and I w onder which you prefer and why. 

Mr. Barnes. Well, sir, it is fairly ‘difficult to see the difference. 
I can tell you what the problem. i is, better than I can tell: you about 
the language. 

We have taken the view that our Advisory Board should be com- 
posed of men for the most part from small business, but if there is 
some individual that by reason of his background ‘or activities or 
interest had a real contribution to make, that we would ‘appoint, him 
to the Advisory Board by reason of the services he could perform. 
This means we have had some people on there that are perhaps from 
educational institutions.. There are 1 or 2 from banks that would 
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not be considered small banks. And there are 1 or 2 from large com- 
panies, but whose assignment is such that they are working with 
improving the management. of small companies and their interests are 
completely with assisting small companies. I believe that this is a 
matter of inhintehdtien by the Administrator. 

I certainly am not going to have anybody on the Advisory Board— 
or any advisory board—that would work against the interest of small 
business. I do not feel limitation should be set that they must be 
small-business men or put them through some kind of screening test. 

We have never had difficulty in this regard, but there have been a 
few people who say you should not have anybody bit someone who 
can qualify as a’small-business man. 

‘Senator Crark. Do you think the present law is unduly restric- 
tive? 

Mr. Barnes. I do not as long as the interpretation I have placed 
on it is permitted. | 

Senator Crark. And do you think you éould live with the language 
in the House. bill ? 

Mr. Barnes. Well, I beliéve I-could. I do not believe there is 
much difference between “wholly representative” and “truly repre- 
sentative.” 

Senator Ciark. F do not either. 

Mr. Barnes. I cannot tell what is meant. 

Senator Busu: You do not want any change, do you? 

Mr. Barnes. Well, I think if we have a change, it would indicate 
some dissatisfaction with what is being done at the present and—— 

Senator Busu. In other words, you do not think a change is 
‘necessary ¢ 

Mr. Barnes. That is right. Yes, sir. 

Senator Bus. You would support the Sparkman bill, then, which 
is the same as existing law? 

Mr. Barnes. Yes, sir. 

Senator Crark.-If we were to adopt the House language, would 
you change your Advisory Board ? 

Mr. Barnes. Well, I would not, I would not; but it would be pos- 
sible te indicate that this showed a congressional intent that I should 
change in some way. So I would rather have it left as it is. 

Senator Cuark. We might cover that in the legislative history, the 
point being why have more points of difference with the other party 
than necessary. , 

Any’ questions, Senator Bush ? 

Senator Busu. No. 

Senator CLark. Senator Proxmire? 

Senator Proxmire. Yes, I have a couple of. questions. 

On page 2, you point out the big improvement in set-asides. 

It is my, understanding that only about 4 percent of all military 
dollars:are involved here and that quite a bit of it is in the apparel 
industry, another industry where you have small, business anyway. 

Mr. Barnes. Well, this is perhaps true; but, of course the set-asides, 
Senator Proxmire, not all.of the business goes to small business. 

Senator Proxmire. I understand small business gets-about 18 or 19 
percent of the military contracts. 

Mr. Barnes. That is right; yes sir. But these are contracts that 
have been screened individually and each time have to be set aside. 
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Now, I think that this figure would materially increase if the bill 

Senator Proxame. On page 10, you point out you would like to 
have it increased. 

I take it the House bill and Sparkman bill both would give you what 
you need ? 

Mr. Barnes. Yes, sir. Well, I have forgotten the number of that 
bill, but there is the one the General Services Administration drafted. 
This would give us authority we do not have now to permit us to 
make the set-asides by class of contracts. Under the present law 

Senator Proxmire. S. 3224? 

Mr. Barnes. Yes, sir. 

Senator Proxmire. I understand the General Services bill is not 
before this committee. It is before another committee. 

Mr. Barnes. It relates to the set-aside bill program. I do not 
know if there is anything that. can be done, but-—- 

Senator Ciark. It is not before this committee. 

Mr. Barnes. -I see. 

Senator Proxmire. Then you, would simply say that the language 
in the Sparkman bill would be an improvement. in the present law, 
of course; and it would be an improvement I presume, although in 
the Thye bill—item 28-on this chart might help you.- The ‘Thye bill 
adds: “Facilities which include civil production’ and war. defense 
production”; and the Sparkman bill and House bill simply say “all 
productive facilities of small business.” 

Mr. Barnes. Yes. Either the Sparkman or the Thye bill, and 
I would say the Sparkman bill language would be preferable. 

Senator Proxmrrr. I have received a lot of suggestions, criticisms, 
and so forth—usually generalized, frankly, but nevertheless I have 
received them— that “small business is' not getting its share of the 
defense dollar. 

Do you feel on the basis of this kind of legislation, plus S. 3224— 
which I presume would be plus—that this is about all that you would 
recommend at this time? 

Mr. Barnes. Yes; these are all of ‘the legislative changes that I 
would recommend. We have for discussion with the Defense De- 
partment continuing suggestions on proposals to improve these pro- 
cedures, arid I think they can be materially increased and improved. 
I am not going to say that the small business is getting all that they 
can get or that could be olitained for them}. we are having coopera- 
tion and the offices there are collaborating with us to improve some 
of these procedures. 

Senator Proxmirr. I understand at the present time under the 
current law “set-asides jointly by SBA and mibits ary, with final au- 
thority by military,” is provided. S. 3372, then, allows SBA to 

armark its own by its own authority. 

I wonder if you . that or do you think it is not necessary ? 

Mr. Barnis.. Well, I am not' prepared to testify on that. At.a 
previous hearing, I ro Small Business Committee, there was 
some testimony by Mr. McGuire on this general subject T certainly 
subscribe to.. We have proposals to work this out’ administ ‘atively 
and we are exploring that at present. This involves, however, all 
the services and it is not something tliat can be settled‘ overnight; 
We have made proposals along this line and they are being considered 
by the proper offices in the Defense Department. 
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Senator Proxmier.'In other words, you are not satisfied with the 
final decisions being set aside by the military whether you subscribe 
to this official language or not ? . 

_Mr. Barnes. Yes. 

Senator Proxmike. Thank you. 

Senator Crarx. Mr. Barnes; I gather from your testimony that 
you are‘in accord with the general principle of small-business con- 
cerns. A small-business concern should receive maximum possible 
(mse srw in procurement of research contracts negotiated by the 

epartment of Defense ? 

Mr. Barnes. Yes, sir. 

Senator Ciark.. And therefore you might even support—certainly 
have no objection to—Senate Resolution 138 ? 

Mr. Barnes. That I am not 

Senator Cxiark. If you will take a look at item 31, I have a copy 
of it here. 

_ Mr. Barnes. Yes. I remember now, I testified last year on this line 
and nothing has happened to change it. I do not believe that is the 
. route to follow. 

_ ‘This fixes:'an absolute percentage and I know of my own knowledge 

that in some instances, the percentage has been exceeded in certain 
comipanian. It seems to me the percentage is on subcontracts; is it 
not $ | | 

Senator CLark. From the resolution— 

Small-business concerns should receive from such purchases and prime con- 
tractors not less than 25 iercent of the procurement dollars expended each 
year by the-Department of Defense. 

Of course this is just a resolution which expresses the sense of the 
Senate. It is not legislation. 

Mr. Barnes. Yes. 

Senator Proxmire. It is true the proportion small business has been 
receiving has:been dropping, overall ? 

Mr. Barnes. In some years it has been lower; but this may depend 
on the purchases that are made... Certain large items toward the 
end of the year may distort the percentage figure. 

Now, on this business of expressing an opinion or a policy and re- 
lating to a specific percentage, we have avoided this ourselves in dis- 
cussions with the Defenes Department. We have rather felt that 
the emphasis should’ be on placing with small business all they are 
capable of performing, and this is generally the view over there, that 
they shenll have a fair opportunity and should get a fair share. This 
we interpret to mean all that they are capable of performing efli- 
ciently and at no higher cost. 

We want to continue arguing that these contracts should go to 
small business. If you put a percentage, then this. becomes a ceiling. 

Senator CrarK. Let me interrupt you to say this percéntage is 
merely a floor; it is not a ceiling. It says “not less than 25 percent.” 
Again, I point out. it is not law, it is just a resolution. 

{r. Barnes. Human nature being what it is, you tend ‘to stick to 
whatever figure is named. I know two contracts for aircraft in which 
after negotiations were completed, the officers representing the Gov- 
ernment insisted on the contractors stating how much they would sub- 
contract. The contractors finally named a figure that was in excess 
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of 50 percent. In actual practice, they have exceeded that amount. 
Now, my own thought is if Corigress names a percentage, it tends to 
become that percentage. It does not tend to exceéd that. 

I believe that the past policies of Corigress have been correct, to 
insist that there be a fair opportunity given to smal] business, that a 
fair share go to them; and we continue to seek wilys and means and 
procedures to give small business an opportunity ,to' perform all’the’ 
contracts that they are capable of performing. ) iow 

Senator Crark. I point out also in the resolution, the: preamble 
points out that small business only received 19.6’ percent, of those 
contracts in fiscal year 1956 and over the past 6 years, only 19.2.. Sol 
would think that a 25-percent floor is not a very radical floor. 

Mr. Barnes. If I understand the resolution correctly, though, the 
resolution relates to the defense dollars that go to small business, and 
this would mean either through prime or subcontracts; 

Now, it is my view—and I do not have the figures before: me—that 
through subcontracts, the smal] businesses get as much and perhaps 
more than they get through prime contracts. So that the total de- 
fense dollar that goes to small business would be in excess of: 25 
— if the subcontracting-is added. I am sure this is the meaning 
of these. 

Senator Proxmire. My understanding is small business has never 
gotten as much as 25 percent over the past 8 years. Is your under- 
standing contrary to that? 

Mr. Barnes. Prime contracts, that is correct. 

Senator Proxmire. I am talking about the total defense dollar. 

Mr. Barnes. We have not known how much. they obtained from 
subcontracting until this year. They began to keep records 2 years 
ago in June. But the statistics actually followed by about 6 months 
the date of contracts and we know for the first 18°months what per- 
centage they obtained. It was my thought that the sense of the 
resolution included both prime. contracts and subcontracts.. They 
were talking about total defense dollars. 

If I am wrong, I do not understand the resolution. But I feel that 
they are getting in excess of 25 percent now if you add the prime 
contracts.and the subcontracts. 

Senator CiarK. The resolution uses this language, so the record is 
clear: 

Reasonable progress is to be achieved toward the ultimate goal of obtaining 
for the small-business segment of our economy a fair share of the purchases 
and prime contracts. made or entered into by the military services, small- 
business concerns should receive from such purchases and prime contractors not 
less than 25 percent of the procurement dollars expended each year by the 
Department of Defense. 

Senator Proxmire. Let me ask one final question.. Did. I under- 
stand you to say small business received more than 25 percént? 

Mr. Barnes. I said if you add the amount they received in sub- 
contracting and from prime contracts, my estimate is that they do. 

We have figures—this could be, furnished for the record, we can 
furnish certainly through the 1957 fiscal year and probably through 
the first 6 months. of the last figures obtained by small business, 
both from prime contracts and through subcontracting. 

Senator Proxmire. The figures I. have are these: small business 
received 19 percent of prime, 20 percent of subcontracts, which add‘up 
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to 39 percent of 200 percent. So they received actually between 19 
and 20 percent of military contracts. 

Senator CiarK. I doubt if we can make much progress by further 
discussion. . > 

The representative of the Defense Department in the small-business 
field, Mr. Andrew Duncan, has asked permission to file a statement 
regarding the definition of “small business” for procurement purposes, 
contained in the House bill 7963. 

Mr. Duncan, it appears to me as a result of this colloquy you may 
want to make some comment on the percentage of contracts which 
the Defense Department is presently channeling into small-business 
concerns. I will leave that to your discretion. 

Do you want to make a statement at this time ? 

Mr. Duncan. No thank you, Senator. Thank you very much. I 
appreciate it, 

nator Cuark. We will hold the record open in order to obtain the 
statement of the Department of Defense. (See appendix, p. 683.) 

Mr. Barnes, I want to thank you for your patience under some- 
what trying circumstances. It is always a pleasure to have you here. 

Senator Crark. Your ‘statement, and the material you supplied, 
will go into the record at, this point. 

(The material referred to follows :) 


STATEMENT OF WENDELL B. BARNES,: ADMINISTRATOR, SMALL BUSINESS 
ADMINISTRATION 


I welcome this opportunity to appear before this committee today and to 
comment on the various legislative proposals to amend and extend the Small 
Business Act. 

In June of last year, I appéared before this committee to recommend the 
enactment of S.. 1789, introducd by Senator Thye, and, I believe, 29 other 
Senators. I have reviewed the record of my statement made at that time and 
find it adequately describes the provisions of S. 1789 and accurately reflects 
my present views on the basic legislation to extend the Small-Business Act and 
to make the Small Business Administration a permanent agency. I-do not 
believe any useful purpose will be served by a repetition of my earlier remarks. 

On June 25, 1957, the House of Representatives passed by a.vote of 392 to 2 
H. R.' 7963' amending the Small Business Act. I am sure this committee is 
familiar with the principal features of this legislation.. It is an excellent bill. 
House Report No. 555, June 13, 1957, contains a complete description of the 
principal provisions of the bill as well: as a line ‘by line comparison of the 
present act and: the proposed amended act. Except for three important pro- 
visions which I will discuss in a moment, H, R. 7963:is substantially the same 
as S. 1789, the bill introduced Wy Senator Thye. 

Last June I summarized for this committee in. narrative form the activities 
of SBA. I will not take the time of this committee today with such a narrative 
summarization. However, at the conelusion of my statement I will offer for 
inclusion in the record exhibits pertaining to our programs of financial assist- 
ance and procurement assistance to small business which will show the prog- 
ress of these programs to current date. I would, however, like to say a brief 
word on where we. stand today. During.the past year all. of our programs 
have continued on an’ accélerated basis. For example, during the month of 
March of this year,’858 ‘business loan applications were received for a new 
high. This may be contrasted with 705, applications in March of last year, a 
record at that time. In April of this year, 810 applications were received and 
the present outlook is for at least 1,000 in May. 

Similarly, during the first 6 months of the fiscal year 1958 SBA, in coopera- 
tion with military and Federal civilian agencies, set aside for competitive 
awards to. small-business concerns 5,804 Government purchases totaling $378 
million, This was the greatest number of purchases set aside for small busi- 
nesses and the highest dollar amount recorded in the first half of any fiscal 
year since the start of the agency. 
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The set-aside totals for this reporting period are made even more impressive 


' by the fact that overall Government procurement declined so sharply, the dollar , 


amount of Government purchases available for screening by the agency’s repre- 
sentatives was one-fourth less than in the same 6 months of fiscal year 1957. 

Government purchases set aside for small business in April 1958 amounted 
to more than $178 million, almost 344 times. the amount set aside for the same 
month last year 

I cite these figures because, to me, they clearly demonstrate that the demand 
and the need for SBA’s services are dramatically increasing. 

Last June I discussed at some length the reasons why, in my view, the Small ° 
Business Administration should be established as a permanent agency. Simi- 
lar reasons are set out in House Report No. 555. These reasons were persuasive 
in 1957 and are even more persuasive today. This agency canidot carry out, its‘ 
mission as effectively if it must operate on & year-to-year basis, ' 

In his budget message submitted to the Congress early this year, the Presi- 
dent pointed out that “The Small Business Administration has been providing 
extensive financial and technical assistance’ to small, businesses, as well as 
disaster loans to businesses and homeowners under temporary authority expir- 
ing July 31, 1958. The experience of its first 4% years has demonstrated the 
importance of these programs. Accordingly, I recommend that the limitation 
on the life of the Administration be removed *'* *” 

The act amending the Small Business Act of 1953, H. R. 7963, passed by the 
House is, as I have said, an excellent bill in almost every respect. .I, urge, 
however, that this committee: give earnest consideration to a revision of three 
provisions, The bill contains three major changes which are not included in 
either S. 1789 introduced by Senator Tlie or §8. 1762, introduced by Senator 
Sparkman. 

First, H. R. 7963 would abolish the present Loan Policy Board and substitute 
a national advisory board. Under the present statute, the Board’s function 
is to “establish general policies (particularly with reference to the public. in- 
terest * * * and with reference to the coordination of the. functions of the Small 
Business Administration with other activities and policies of the Government) 
which shall govern thé granting and denial of applications for financial assist- 
ance by the Administration.”’ The lending of Federal funds to private business 
concerns to be‘ used in their endeavors for private gain can be justified only 
if such lending is in the public interest. It is axiomatic, therefore, that legisla- 
tion on this subject assure that the public interest will neither be minimized nor 
lost sight of in the Government’s program of financial assistance, to small-busi- 
ness concerns. 

Equally essential is the other function mentioned in the foregoing statutory 
quotation, namely, the coordination of the functions of the Administration with 
other activities and policies of the Government. It is, of course, highly desirable 
that whatever one Government agency does' will not conflict with or nullify 
either the overall policies of the Government or the efforts of other Government 
agencies in carrying out such policies ; and, obviously, coordination of the lending 
functions with other activities and policies of the Government designed to aid 
small business is as desirable as it is both logical and necessary. 

In order to assure that both of these essentials will be effectuated; the present 
provision relating to the Loan Policy Board should be retained. | A Board en+ 
trusted with these essential functions should be composed exclusively of Govern- 
ment officials and not of persons who can devote only a limited’ amount’ of time 
and whose primary concerns, are elsewhere. Certainly, in order: 'to assure the 
impartiality and objectivity which such a Board must have, no member should 
be actually or potentially a beneficiary, directly: or indirectly, of any policies 
established. by the Board. 

From my own experience as a member of the Board I can say without qualifi- 
eation that the Board has in no way: stifled the financial assistance programs 
of SBA. To the contrary, the Board has invariably developed new policies when 
our experience has indicated the need for a policy change. 

Retention of the Loan Policy Board.is therefore earnestly recommended: 

Next, H. R. 7963 fixes a maximum interest rate of 5 percent on the SBA share 
of ‘all business loans. This proposed change, I believe, will seriously limit the 
deferred participation loan program of SBA, For:example, if the maximum 
interest rate is fixed at 5 percent per annum and a participation fee of 1 percent 
is charged as now provided by SBA regulations, the net to the bank is 4 percent 
which is not sufficiently attractive to.induce continued , participation. : Even 
under the present provision of the Small Business Act permitting a 6 percent 
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interest rate, there has been a decided shift from the deferred to the immediate 
type of participation loan. For the fiscal year 1956, deferred participation 
loans accounted for 31.8 percent of the total number of business loans approved ; 
this percentage had dropped to 20.9 percent for the fiscal year 1957, and for the 
‘first 9 months of this fiscal yéar the percentage is down to 14.8 percent. While 
this has been a considerable percentage decrease, the total amount of deferred 


participation loans approved this year remains substantial. 
-By far the largest number of business loans made by SBA is made under the 


limited loan participation ‘program. This loan category was designed for the 
small-business man and merchant who displayed good earning capacity, compe- 
tence and integrity in the conduct of his business, but possessed collateral diffi- 
cult to assess for normal lending purposes and, most particularly, for term loan 
consideration. While it is the policy of SBA to take whatever collateral may be 
available to secure the taxpayers’ dollar, the agency looks particularly to the 
earning capacity and management competence of the applicant.and relies on the 
participating: bank for assessment of security and collateral... Loans made under 
this program require participation of at’ least 25 percent by local banking 
institutions. 

The LLP program is ideally suited’ for participation by the 15,000-smaller 
banks of the Nation. With this program reaching cities and towns in every 
corner of the country, it is imperative,that we rely heavily on the local par- 
ticipating bank’s appraisal of the applicant’ s integrity, character, management, 
ability, competence and security Offered. The SBA could not make, with a 
limited staff, the thoroughgoing check necessary in order to protect Government 
funds. We cannot independently assess the credit factors at an expense con- 
sistent with the interest rate earned and the total interest income earned on 
these small loans. Only by means of participations with local financial institu- 
tions, who know well their people and the area, can we conduct this program, 
which is generally acknowledged to be a term credit boon to small businesses 
in the retail and service industries. 

Recently the Loan Policy Bo»rd of the Small Business Administration took 
steps to halt the decline in deferred participations by the banks by reducing 
the bank participation fee by 50 percent. This is already apparently having a 
favorable effect on bank participation. If this bill reduces the maximum inter- 
est rate from 6 to.5 percent. it would tend to counteract this recent action of 
the Loan Policy Board and, furthermore, .we have received no complaints con- 
cerning the interest rates presently charged. 

The paper, Government Loan Programs for Small Business, by. Dr. Carl Arlt, 
of the Board of -Governors of the Federal Reserve System, which was published 
by this committee as part of the Federal Reserve Board study, Financing Small 
Business, refers to this interest-rate problem. 

“Recent Congressional pressure to reduce the interest ceiling to 5 percent has 
béen resisted by SBA on the grounds. that such a reduction would reduce the 
attractiveness of the deferred participation to private lenders since the par- 
ticipation fee reduces their net return. The marked decline in, the last 2 
years in the relative importance of deferred participations tends to affirm this 
position. SBA also considers that.a reduction of the interest ceiling on direct 
loans would be unrealistic in view of the high administrative costs of making 
and servicing small loans in a program that requires the detailed screening of 
applicants to determine not only their inherent creditworthiness but also their 
inability to secure funds from private lenders.” 

* oF * * * * * 


“A similar comparison may be made of the SBA standard loan rate and com- 
mercial-bank rates in 1955. Taking account of the fact that SBA charged a 
6 percent interest rate on all its direct business loans, that 20 percent of the 
loan approvals were for less than $10,000, and that 53 percent involved loans 
of ' $25,000 or less, the average commercial-bank rate of 7,8 percent on loans 
of less than $10,000 and 6.2 percent on loans of $10,000—$25,000, furnish some 
evidence of the’ relative underpricing of SBA credit. Data available in the 
1955 Federal Reserve business loan survey indicate that approximately 47’ per- 
cent of the number of all business loans (all maturities) and 70. percent of all 
1- to 5-year term loans outstanding as of October 16, 1955, carried interest rates 
of 6 percent or more. Practically all of the above-mentioned high-interest loans 
were in the small-business category. Except for some widening of the differ- 
ential between the inflexible uniform SBA rate and commercial-bank rates, the 
picture for 1957 is similar to 1955 *.* *” 
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Finally, H. R. 7963 would require SBA to change its present definition of a 
small-business’ concern for the purposes of Government procurement. The bill 
provides that if SBA uses number of employees as a’ basis for determining 
whether a concern may be classified,as small, the number of employees used as 
a limit for small-business concerns. shall vary: from industry to industry. SBA 
is directed to establish a new definition without delay. If a new definition is 
not put into effect within 60 days, the bill provides that the present definition 
used for financial assistance purposes will be utilized for precurement as well. 

Section 208 of the present Small Business Act states that a small-business 
concern is one which is independently owned and operated and which is not 
dominant in its field of operation. The Administration is-authorized to make 
a detailed definition using as criteria number, of employees and dollar volume 
of business as well as any other ‘standards which the Administration deems to 
be appropriate. 

The Small Business definition and size standards applicable to the whole com- 
plex American economy is one of the most difficult problems with.which SBA 
has had to deal and should remain flexible. The size standards promulgated ° 
by the agency have been in a constant process of evolution and refinement. 
The end of this process is not yet in sight: _ 

The definition contained in H. R. 7963. is not desirable because, among other, 
reasons, it forces’ the size standard into a rigid formula that does not permit 
the administrative development of size standards and, the utilization of new 
approaches. For example, the. definition contemplates the use. of an industry 
size standard for procurement. Experience with the industry size standard has 
indicated serious problems inherent in this approach. At this time, SBA is 
looking to.commodity size standards in connection with Government procure- 
ment as a more satisfactory solution to the problem. This agency has pro- 
mulgated a proposed regulation along these lines for comments by industty; 
other Government agencies, and Congress. 

For the foregoing reasons, the definition presently in the Small mastentn Act 
should be retained. 

In, addition to these three substantive revisions, some technical amendments 
will be furnished to the:committee staff. 

Since my testimony before your committee last June,.a number of bills have 
been. introduced in the Senate amending the Small Business Act of 1953, as 
amended. I have already. submitted detailed statements of my views on some 
of these proposals and will do the same for the remainder. At this point, 
however, I should like to comment briefly. on these bills. 

A number of proposals have been made. amending section 207 (b) (1) of 
the Small Business Act so-as to extend the disaster loan program into new areas. 
Bills have been introduced to proyide such loans to business enterprises, and 
communities adversely affected by economic conditions resulting from the trade 
policies of the United States (S. 2907); to small-business concerns suffering 
economic injury due to federally aided highway construction programs (8.3434) ; 
to small-business concerns suffering such injury as a result of programs con- 
ducted under the Soil Bank Act (S. 3453) ; to small-business concerns adversely 
affected by economic conditions resulting from the trade policies of the United 
States (S. 3664); and to small-business concerns displaced as a result. of urban 
renewal activities under the Housing Act of 1949 (S. 3791). 

In my view, these proposals should not be considered on an individual basis. 
Their relationship is such that the adoption of one would lead inexorably to the 
adoption of some, perhaps all, of the others. The aggregate effect of all these 
amendments would be to change section 207 (b) (1) beyond recognition and to 
write into the act a new type of économic disaster assistance totally different 
in concept from the original disaster program. 

I personally question the advisability of the Federal Government undertaking 
programs to protect against all types of risk and —— disasters. Thus, I 
do not recommend the enactment of S. 2907, S. 3484, S..3453, S. 3664, and S. 3791. 

S. 3224 was prepared by the General Serv ices Adssiiteneniton with our assist- 
ance, to make it easier for small-business concerns. to do business with the 
Government. Section 7 of this bill would amend present section 214 of the 
Small Business Act to provide that joint small business set-dsidés may be made 
when found to be in the interest of assuring a fair proportion of Government 
contracts ‘for property and services are placed: with small-business concerns. 
These determinations may be made for individual awards or for classes of 
awards or contracts. Under the present law, such set-asides may be made only 
when they are’ found to be in the interest of maintaining or mobilizing the 
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Nation’s full productive capacity or in the interest of war or civil defense 
programs. The amendment would put the program on a peacetime basis. In 
addition, it would make the program more efficient by authorizing set-asides for 
classes of contracts. Presently the set-aside must be made for each and every 
individual contract. 

I strongly urge the enactment of S. 3224. 

S. 2998 empowers and directs the Small Business Administration to assist 
small-business concerns in obtaining Government contracts for research and 
development and in obtaining the benefits of research and development per- 
formed by larger firms under Government contracts or at Government expense. 
Although the Administration is already authorized to provide such assistance, I 
should welcome the addition to the act of any language which will emphasize 
the congressional intent in this matter.' Such language would serve as a timely 
declaration that small business must be established as an integral part of the 
mnissile program. 

The research and development about to be undertaken in that area promises 
to have widespread effects on our economy. It should generate new processes, 
new products and, perhaps, new industries.. I should like to see a strong pro- 
nouncement from the Congress that, insofar as practicable, small-business con- 
cerns must, be given the invaluable experience that comes from active participa- 
tion in' such work; that, to the extent that they are excluded ‘therefrom, they 
must be permitted to share in the knowledge acquired by others a the expense 
of the Government. 

S$. 3319 was introduced by Senator Payne for the purpose of giving priority 
to State and local tax liens over mortgage claims asserted by the Small Business 
Administration against the property of a borrower who is in default, on a loan 
made by the Administration. Such a reform is desirable; but I do not believe 
that the bill, as drafted; will accomplish it: I am submitting a draft of a bill 
which, in my view at least, is more likely to achieve the desired result, 

S$. 2825 empowers the Administration to make business loans’ to certain types 
of agricultural enterprises, including corporations engaged: in the raising. of 
agricultural products for sale. At the ‘present time, all of the Goyernment’s 
loan programs for farmers are administered hy the Department of Agriculture. 
Under: its supervision, the Farmers Home Administration makes loans to in- 
dividual: farmers for operating purposes, for the improvement or purchase of 
farms, for soil and’ water conservation, etc. Although corporations engaged in 
farming are not eligible for assistance under these normal programs, they may 
obtain loans from the Farmers Home Administration under .emergency condi- 
tions, such .as where their production is disrupted by natural calamity. If a 
normal loan program is to be established for corporations engaged in farming, 
it should not, as proposed by 8S. 2825, be segregated from the closely related 
lending activities of the Department of Agriculture and delegated to the Small 
Business Administration: 

The remaining ‘enterprises covered by S. 2825 are corporations engaged: in 
the processing or canning of agricultural products for sale; corporations engaged 
in the developing, leasing, or sale of farms or lands for the production of agri- 
cultural products; and individuals; cooperatives, partnerships, associations, or 
other entities:engaged in the sale of agricultural products. These enterprises 
constitute ‘commercial, rather than agricultural, activities. Persons engaged in 
such operations may, if otherwise. eligible, currently obtain business loans from 
this agency under the present law. Since this aspect of the bill gives the Small 
Business Administration authority which it already possesses, I do not recom- 
mend its enactment. 

S. 3372. authorizes the Administration to lend up to $5 million for the estab- 
lishment and -operation of an experimiental newsprint paper mill in the State 
of Wisconsin. This pilot plant, which is to be operated by a qualified small- 
business concern, will employ new methods for the utilization of low-grade 
hardwoods ,abounding in the upper Great Lakes region. The magnitude of the 
financial assistance contemplated. by the bill is foreign to the small-business 
program and to the purposes for which this Administration was established. 
For that reason, I.cannot recommend enactment of S. 3372. 

In closing, I would like to impress upon. this committee the importance of 
early action upon the legislation.extending SBA. Only 5 weeks remain before 
the end of this fiscal year,. We cannot develop a budget estimate for the fiscal 
year starting July 1 ‘until we know the programs and responsibilities to be 
assigned SBA beyond June 30. Further, it is not possible to forward to Con- 
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gress an appropriation estimate for any activity which does not have prior 
legislative authorization. We presently estimate that the revolving fund will 
probably be exhausted by July 1.. Under the circumstances, it is difficult to 
recruit as well as to*hold some personnel. This is the present situation at a 
time when the business loan and contract set-aside activity is the largest in 
SBA’s history, and when there is a substantial activity. in excessive rainfall 
and other disaster loans. 





PROGRAMS OF FINANCIAL ASSISTANCE TO ‘SMALL BUSINESS 
INTRODUCTION 


The Small Business Administration was established by the Small Business 
Act of 1953 (Public Law 163, 83d Cong.) enacted on July 30, 1953 and signed 
the same day by the President. The’ original act has subsequently been 
amended, the first amendment being in 1955. This is the first independent 
Government: agency created to serve and represent’ all small, businesses both 
in peacetime and. in periods of natiqnal emergency. Its activities are designed 
to help small business (1) gain access to adequate capital and credit; (2) ob- 
tain a fair share of Government procurement; and (3) obtain competent man- 
agement, financial, technical, and production counseling. 

In the area of financing, the Small Business Administration recognizes that 
its task is to obtain for small-business firms adequate sources of capital as well 
as credit on reasonable terms when it is hot available from private sources. Its 
program of financial assistance is designed to stimulate and: preserve. the initi- 
ative, independence, and enterprise of small firms. The basic consideration in 
this. program is that small-business concerns generally are at a competive dis- 
advantage ‘compared with large businesses because (1)' they are frequently 
unable to afford specialized financial management, and (2) they are often un- 
able to obtain from private sources the intermediate and long-term’ credit 
required for general progress and normal growth. Paramount in SBA’s func- 
tion is its financial counseling assistance made available to. small firms, direct- 
ing them to private sources of credit, thus minimizing the need for Government 
credit, and in. finding solutions to other financial problems when the need for 
additional outside financing is not indicated. 

The Small Business Act of 1953. empowered the Small Business Administra- 
tion to make loans to enable small-business concerns to finance plant construc- 
tion, conversion, or expansion, including the acquisition of land or to finance 
the acquisition of equipment, facilities, machinery, supplies, Or ‘materials or 
to supply such ‘concerns with working capital to be used in the manufacture of 
articles, equipment, supplies, or materials for war, defense, or essential civilian 
production or as may be necessary to insure a well-balanced national economy. 
The original act provided that no loan could be made to any 1 borrower for 
more than $150,000, or for longer.than 10 years, except in the case of construc- 
tion loans where the period may be for such additional time as is required to 
complete the construction. All such loans must be of such sound value or’ so 
secured as reasonably to assure repayment. 

The 1955 amendment to the act increased the amount of a loan’ which could 
be made to any one ‘borrower. to $250,000, and also made. possible loans to cor- 
porations formed and capitalized by small-business concerns for the purpose of 
establishing facilities in and through ‘such -corporations to produce or secure 
raw materials or supplies..In such cases, the maximum amount of SBA’s share 
in the loan may be $250,000 multiplied by the number of small: businesses which 
have formed and capitalized the corporation. 

In the 1953 act, Congress also empowered the Small Business Administration 
to make loans for the relief of individuals, businesses, or institutions suffering 
losses because of flood or other disasters. The’ 1955 amendment added the 
reponsibility to make loans to small business concerns for the relief of eco- 
nomic injury suffered as a resuit of drought in areas désignated as drought 
areas by the President or the Secretary of Agriculture. In 1958.a further amend- 
ment provided a change in the drought disasters by deleting the words “where 
drought is occurring” and inserting in lieu thereof the words “affected by. a 
drought or excessive rainfall” and by inserting after the word “drought” where 
it occurs elsewhere the words “or excessive rainfall’. 

The general policies under which the Small Business Administration authorizes 
both business and disaster loans are determined by a three-member Loan Policy 
Board for which provision is made in the Small Business Act, and its amend- 
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ment. This Board is composed of SBA’s Administrator as Chairman, and the 
Secretaries of Treasury and Commerce, and has the responsibility for estab- 
lishing general policies to govern the granting or denial of applications for 
financial assistance by the agency. At the same time it provides a means of 
coordinating the agency’s policies with those of other Government departments 
whieh have basic fiscal responsibilities and duties closely related to and affected 
by those of the Small Business Administration. The Board does not supervise 
the administrative activities of the Small Business Administration nor take any 
other part in its management. It neither reviews loans nor makes any deter- 
urination with respect to them. Its ‘concern is entirely with developing the over- 
all lending policies of the agency. 

The Loan Policy Board made the decision in August 1953 to defer the acceptance 
of loan applications until after September 28, 1953, when the lending authority 
of the Reconstruction Finance Corporation expired. In the interim all applica- 
tions were referred to that agency. This decision was made to give SBA time 
to set up its lending organization and to avoid having two Government agencies 
operating similar lending programs at the same time. 

The first policy statement issued, by the Loan Policy Board on September 16, 
1953, gave preference to loans’ to manufacturers or processors of materials and 
products for military and essential civilian. purposes and declared ‘ineligible 
loans to certain types of industries or for certain purposes which were not con- 
sidered to be in the public interest. 

A revised statement, dated November 16, 1953, eliminated the. preference for- 
merly given to manufacturers and ‘made possible loans to all kinds of business 
concerns on an equal basis except those specific types of businesses which had 
previously been excluded as not coming within the purview of the intent of 
the act. A later amendment, dated December 21, 1953, permitted use of funds 
to refinance indebtedness to a Government instrumentality which would enable 
a firm owing money to RFC to obtain funds partially to refinance that loan. 

The Loan Policy Board on December 21, 1953, also issued a public statement 
of loan policy and an explanation of loan procedures. It contained a. list of 
practical credit requirements such as “applicant must be of good character; 
there must be evidence the applicant has the ability to operate his business suc- 
cessfully ; and the applicant must have enough capital in the business so that, 
with the assistance from SBA, it would be able to operate on a sound financial 
basis.” 

Since that date there have been numerous other revisions to the policy to 
permit SBA to make loans to bona fide businesses located in recreational areas 
(such loans had previously been excluded as recreational facilities) ; to effect 
a change of ownership in a business where such change was necessary to the 
continued existence. of that business; for modernization and operation of four- 
walled theaters (this later’ change, recognized the economic value of theaters in 
bringing trade to other businesses within the area in which the theater is located) ; 
to make loans to small businesses which were practicing a profession or render- 
ing professional Services ; reduced deferred participation fees from 1, 144, and 2 
percent to one-half, three-fourth, and 1 percent on that portion of the loans which 
SBA. is obligated to purchase; and in immediate participation loans made and 
serviced by the bank and deferred participation loans when SBA has purchased 
its participation permits the bank to deduct only out of funds collected for the 
account of SBA a service fee of one-half ‘of 1 percent on the unpaid principal 
balance of the SBA’s portion of the loan so long as the bank is servicing the 
loan and provided such fee shall not be added to any amount which borrower 
is obligated to pay under the loan. 

In addition to the activities specifically authorized in the Small Business Act 
of 1953, as amended, the Small Business. Administration, as a part of its financial 
assistance operations, is cooperating with the Fish and Wildlife Service of the 
Department of the Interior in the administration of that Department’s fisheries 
loan program. Small Business Administration develops the necessary credit 
information for such loans which are closed and administered through its regional 
offices. 

Its regional offices are also servicing the liquidating disaster loans made by 
the Reconstruction Finance Corporation which were transferred to the Small 
Business Administration by Reorganization Plan No. 2 of 1954. The agency 
_ has been working closely with the Housing and Home Finance Agency in con- 

nection with its community facilities disposal program to determine whether 

the’ Small Business Administration loans may be made available to purchasers 
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of Government owned business properties held for disposal by that agency ‘and 
with the Medical Facilities Branch of the Department of Health, Education, and 
Welfare in. developing a program'‘of loans to proprietary hospitals, nursing 
homes, medical aud dental laboratories. 

Loans made by the Small Business Administration are disbursed froma re- 
volving fund maintained in the Treasury. For this purpose, $150 million was 
originally authorized as the maximum amount which could be outstanding at 
any one time for business loans and $25 million for disaster loans. This limi- 
tation was subsequently raised to $305 million for business loans and $125 
million for disaster loans. This is an authorization only and is subject to 
direct appropriation. The agency pays into miscellaneous receipts of the 
Treasury, at the close of each fiseal year, interest on the net amount of the 
cash disbursements drawn from the Treasury at a rate based on the current. 
average rate on outstanding interest bearing, marketable, public debt obligations 
of the United States of comparable maturities. 

A more specific description of the Small Business Administration’s financial 

assistance program follows: 


Financial éounseling 


The Small Business Administration operates on the premise’ that it is the 
intent of Congress that Government funds should be loaned only after all 
other possible avenues for solying'a small firm’s financial problems:have been 
explored... Frequently these firms do not need a loan but are most in need of 
counseling ‘on financial management problems. Often they do not have the 
resources available to larger firms to obtain this specialized service in solving 
their financial problems. In such cases the Small Business Administration 
provides this assistance through its financial counseling program. | 

In response to requests for aid, or in examining applications for SBA loans, 
consideration is given to (1). possible means of- obtaining private credit on 
reasonable terms; (2) possible assistance. available from local development 
corporations; (3) various alternative plans for financing production; (4) 
adequacy of accounting and auditing methods and other aspects of financial 
management; (5) means of increasing equity capital; (6) eligibility for V-loan 
financing of defense contracts; (7) feasibility of obtaining advance or partial 
payments on contracts. 

Often the problem is undercapitalization or perhaps a need for liquidation of 
inventory or obsolete equipment, revision of credit policies or a change in prod- 
uct pricing principles. In other instances a contemplated expansion. may not 
be justified. A firm’s product line may be too broad or too limited or its sales 
policies may need review. 

These are a few of the possible factors considered by the agency’s specialists 
in counseling small businesses which have financial problems. 

In many cases the financial specialists in the agency’s regional and branch 
offices assist in presenting the business’ application for a loan to his local bank, 
often accompanying the company’s representatives in their negotiations with 
that bank. Many times the proper presentation of the company’s financial posi- 
tion through guidance of SBA’s financial specialists has‘resulted in banks ap- 
proving loans to their firms after they had previously refused to provide such 
credit. 


Loans to business concerns 


Section 207 (a) of the Small Business Act of 1953, .as amended, gives the 
Small Business Administration authority to make loans to small firms when 
credit is not otherwise available to them on reasonable terms. To the greatest 
extent possible and in keeping with the requirements of the Small Business 
Act, this agency seeks to provide the necessary credit .to small concerns in co- 
operation with private lending institutions. The act provides that no' immedi- 
ate participation may be purchased unless it is shown that a deferred partici- 
pation is not available and no direct loan may be made unless it is shown that 
a participation is not available. Proof must be shown that a bank will not 
make the loan applied for or, if a direct loan is requested, that a participation 
is not available. 

In the operation of the lending program, applications for loans are accepted 
by SBA regional and branch offices. Financial specialists in these offices make 
the necessary investigation of the applicant’s operations, credit standing and 
repayment prospects and generally visit the plant or place. of business of the 
applicant. During this visit he may examine the books of record, interview 
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key personnel, examine the physical plant, and contact the applicant’s, bank 
of account. The agency’s technical staff is called upon to appraise collateral 
involved or to analyze a plant’s operating efficiency. 

Thereafter, a brief report is written by the financial specialist in which he 
makes a recommendation as to appropriate action to be taken on the loan and, 
if recommended for approval, the recommended terms of that loan. This report 
is reviewed by the financial assistance chief and regional director who may 
eoncur in the recommendation or recommend some other action. 

The regional director may approve or decline any loan through $20,000 where 
there is concurrence: as to the action to,be taken by the processing financial 
specialist, financial assistance chief and regional director. He can also approve, 
under the’ same conditions, participation loans through $100,000 when there is 
at least 25 percent bank’ participation. Regardless of the amount of the loan, 
if there is a difference of, opinion between the financial specialist, regional 
financial assistance chief and regional director, the loan must be forwarded to 
Washington for action. 

When a logan is approved, a formal authorization is prepared and sent to the 
borrower outlining the loan terms and conditions to be met before disburse- 
ment can be nade. Besides setting the terms of repayment, this may include 
a mortgage on real estate or equipment, personal guaranties, standbys on in- 
debtedness due owners or.officers and limitation on salaries and capital expendi- 
tures. Actual disbursement is made on a loan when the borrower has satis- 
factorily met the loan terms. Every effort is made, however, by the Small 
Business Administration’s staff members to expedite the closing of a loan and 
disbursement of funds. 


Participation loans 


The Small Business Administration makes two general types of participation 
loans—deferred and. immediate. In a deferred participation loan the participat- 
ing financial institution makes and administers the entire loan which has’ been 
approved by both the agency and the participating lending institution, with the 
Small Business Administration agreeing to purchase from the bank at any time, 
or demand, an agreed portion of the then outstanding balance of the loan. By 
law the maximum agency participation in‘a loan on a deferred basis is 90 per- 
cent. In return for the agency’s agreement to participate in the loan, the lend- 
ing institution pays a small fee. The:fee is charged only on the outstanding bal- 
ance.of the Small Business Administration’s portion of the loan, and, of course, is 
discontinued when and if the agency is called upon to purchase its share of the 
participation. The agency’s fees for deferred participations are designed to 
encourage the maximum participation by lending institutions. . These fees are as 
follows: 

One-half percent per annum on agency participation up to and including 
50 percent. 

Three-fourths percent per’annum on agency participating in excess of-50 
percent but not in excess of 75 percent. 

One percent per annum on agency participation in excess of 75 percent,.up 
to the agency’s maximum participating of 90 percent. 

In an,immediate participation loan the Small Business Administration agrees to 
purchase immediately an agreed percentage, not in,excess of 90 percent, of. the 
loan which has been approved by both the agency and the participating lending 
institution. The loan may be serviced either by the bank or the SBA, as the 
bank may elect. 

Participating type loans are mutually advantageous to the small-business man, 
the participating institution and the Small-Business Administration. A bank 
participation loan provides a small businesS borrower the opportunity of build- 
ing. up a satisfactory credit record with:the bank, maintaining his relations 
with that bank.and, after the loan is repaid, the bank has a firmer basis for ex- 
tending necessary credit without enlisting the aid of the Government. Thus, 
the bank-participation-type loan is of more assistance to the small-business man 
than a direct Government loan. 

Of interest to the taxpayer is the fact that a majority of the agency’s share in 
a deferred participation loan probably never will be withdrawn from the Treas- 
ure, and the cost of processing such loan applications is reduced.. Of benefit to 
the bank in the participation-type loan is its assurance of a fair rate on money 
loaned,. a broadening of its lending activity while maintaining liquidity and 
ablity to give better service to its depositors, Banks in every State of the Union, 
as well as in Alaska, District of Columbia, Puerto Rico, and Hawaii have made 


———————————— 





Ss OTe 


eo we me le 


ew 


~- WV = 


eo we he Oe 


as 


- 


mS Se 


Ve 


TT TT NT 


CREDIT NEEDS OF: SMALL BUSINESS ' 609 


loans to small business concerns with varying percentages of participation by this 
agency. At present approximately 70 percent of the loans approved: by the Small 
Business Administration have been made in participation with private lending 
institutions. 


Limited loan participation program 


Early in 1956 the Small Business Administration put into. effect a new pro- 
gram designated as the “limited loan participation program.” This is designed 
especially to assist small retailers, wholesale distributors, and service establish- 
ments. As a rule, small concerns in these fields have little in the way of tangible 
collateral which they can pledge for a loan., However, they often have a good 
earnings record, competent management and a creditable record with local banks 
for meeting their obligations. They are frequently in. need of term loans to 
modernize their facilities, expand their businesses or for other purposes. 

Under the limited loan participation program, the Small Business Adminis- 
tration will participate with a bank in a loan to a small-retailer, wholesaler, 
service estblishment, or other business up to a maximum of $15,000 or 75: percent 
of the total amount of the loan, whichever is the lesser. Generally, the par- 
ticipating bank’s share in the loan must represent ‘additional exposure on the 
part of the bank equai'to not less thar 25 percent of the total amount of the 
loan. However, if the bank has outstanding a short-term loan to the borrower 
or a longer term loan on which repayments have been made’ promptly as origi- 
nally scheduled, this loan may be substituted for the new money requirement 
or included in computing the bank’s participation in the loan., In ‘either case 
the bank’s. share in the loan miust be‘equal to at least the outstanding ldan to be 
refunded with a part of the new loan or’25 percent of the total amount of the 
full loan, whichever is the larger. 

The maximum maturities on ‘such participation loans are 5 years with a 
monthly repayment schedule, including interest, at a rate to be set by the bank 
at not more than 6 percent per annum. 

Presently, about 25 percent of the loans made through this agency haye been 
this type of loan. Regiortal offices, through special. procedures established for 
handling such loans,. are able to take action on the average application within 
3 to 3 days after it is received. 

Direct loans : 

As previously stated, a direct loan is:made by this agency only after it has 
been determined that a bank participation is not available. °This does not nec- 
essarily mean that because a bank has declined to make the loan in its entirety 
or in participation with the Small Business Administration, that the loan will not 
be as sound as one made with the bank. There are several factors which may 
have caused the bank to decline to cooperate in the loan, It may not be willing 
to participate in a loan for a longer-term than 90 days or a year; the loan may 
exceed its legal lending limit; or there may be’other reasons Why the bank is 
not interested in making the loan. 

In the granting of diréct loans, this agency applies the most liberal criteria 
possible consistent with sound credit principles with full recognition of its re- 
sponsibility to protect and preserve government funds. 

In line with the agency’s practice of continually reviewing its activities to 
improve operations it recently issued simplified procedures with respect to the 
closing of loans of $20,000 or less and for processing small direct loans of $12,000 
or less. It is expec ‘ted that these simplified procedures will be of specific benefit 
to the small business concerns in that it provides a short form application and 
reduces closing requirements. 


Pool loans 


So-called pool loans are those made to a corporation formed and capitalized 
by a group of small businesses for the purpose of producing or securing raw 
materials. They’ are limited by the Small Business Act of 1953,.as amended, 
to a maximum of $250,000 to any one corporation multiplied by‘ the number 
of small businessés which have established and capitalized that corporation. 
Such loans may be made either in participation with a bank or on a direct basis 
if a participation is not available. There has been little activity so far in this 
program, but those loans made have proven to be of considerable benefit to the 
businesses making up the pools in helping them to acquire raw materials and 
achieving a stabilized market for their products. This stabilization has been 
made possible because of the ability of the businesses with ‘adequate financing 
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to hold their processed items for orderly distribution rather than dumping them 
seasonally, as raw material may become available. It is expected that as this 
program becomes better known considerably more applications will be received. 


Disaster loans 

Section’ 207. (b) of the Small Business Act of 1953, as amended, gives the 

Small Business Administration authority to make loans. to assist owners of 
homes and businessés which have been damaged or destroyed by floods or other 
natural disasters. There is no statutory limit on the amount which can be 
loaned to a single borrower, but such loans are made only to the extent of the 
actual loss not covered by insurance. 
_ In the operation of the program, when a disaster occurs an immediate survey 
is made by SBA personnel to determine the extent of damage and whether a 
declaration of the area affected as a disaster area is justified. After declara- 
tion, and when warranted, emergency field offices may be established for ex- 
peditious handling of applications received, or,'in smaller disasters, the applica- 
tions may be processed through a régional or branch office. 

Since a disaster loan is intended as a rehabilitation measure, much; more 
liberal credit standards are applied to their consideration than would be prudent 
for the agency’s business loans. However, it is recognized that the financial 
assistance given are loans, and that this agency has no authority to ake grants. 
The Small Business Administration, therefore, is unable to provide all of the 
assistance needed when it is evident that’the victims of: the disaster do not have 
the ability to repay the loan: In-such cases, the agency maintains a close work- 
ing. relationship with the Red Cross, and has been successful in arranging help 
from that agency. In some instances, the Red Cross provides part of the funds 
needed, and the Small Business Administration lends the:balance to rehabilitate 
a home or property. 

The. staff of the Small Business’ Administration is limited,.and a large dis- 
aster creates a serious Staffing problem, since personnel usually must be rushed 
to man eimergency offices or to reinforce the staff of existing offices. To al- 
leviate this situation and to provide needed financial assistance quickly to dis- 
aster victims, arrangements have been made through the American Bankers 
Association and its various State organizations to enlist the aid of local banks 
in disaster’ areas in acéepting applications for disaster loans and to provide bank 
personnel to work with SBA employees in emergency. disaster offices. “This ar- 
rangement has proven to: be very successful, and without the assistance given 
by the,banks it is doubtful that this agency would have been able to provide the 
financial requirements of disaster victims in some of.the larger disasters as ex- 

‘ peditiously as was done. 

Banks also have been very receptive to a participation plan developed to reduce 
the, load on the emergency’ disaster offices. Under this plan, a bank agrees to 
make a loan to the. disaster victim in participation’ with the Small Business 
Administration and has been given authority to approve such loans within cer- 
tain limits without referring them to the Small Business Administration except 
for clearance as to eligibility of purpose. Under this plan, the bank accepts the 
application, makes ‘a credit investigation, and makes and services the loan. 


Drought and excessive rainfall disaster loans 

Included in section 207 (b) of the 1955 Amendment to the Small Business Act 
of 1953 was authority to make drought-disaster loans for the relief of small- 
business concerns economically injured as a result of drought conditions in 
areas declared drought areas by the President or the Secretary of Agriculture. 
Such injury. may have resulted from a loss of business as a result of the 
drought, inability of customers to retire their financial obligations to small- 
business concerns, or through a loss of raw material. For the most part, loans 
granted are confined ‘to. working capital purposes; however, refinancing of in- 
debtedness on which delinquencies are directly attributable to the drought is 
permissible. Loans-may be used.to replenish normal inventories, but cannot be 
made for expansion of facilities. 

On February 22, 1958, the President signed into law a new disaster program 
in which SBA may make disaster loans to business concerns which have suf- 
fered economic injury as a result of excessive rainfall in areas declared exces- 
sive-rainfall areas by the President or the Secretary of Agriculture. These loans 
are similar to the drought loans, and funds may be utilized for the same 
purposes. 
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There is no dollar limit in the Small Business Act on-the amount of a loan 
which can be made for drought or excessive-rainfall relief. The size of the 
loan is determined by the needs of the borrower. for continued operations. In 
this program, too, arrangements have been made for local barks to: accept and 
process applications received, thereby reducing the. cost to the Government of 
the operation of the program. 


FINANCIAL ASSISTANCE ACTIVITY SUMMARY 
BUSINESS LOANS 


The Small Business Administration’s lending program has been marked by 
a fairly steady increase in activity since the agency first began accepting ap- 
plications on September 29, 1953. 

In slightly over 4% years’ of lending acttath. through April 30, 1958, a total 
of 22,506 business-loan applications for $1,255,034,000 have been received. More 
than 25 percent of these, or 5,954, weré received during the first'10 months of 
the present fiscal year. During the month’of March 1958, 858 business-loan 
applications ‘were received, for a new high. In April, 810 were received, and 
the present outlook is for at least 1, 000 in May. (Appendix A shows a compari- 
son by fiscal years.) 

The increase in loan applications appears to be due to several factors: 

1. Until the past few months, the high level of business activity has resulted 
in an ‘enormous demand for credit. It now appears.that the present business 
recession is creating even a greater demand. ‘Although bahk credit has ex- 
panded. somewhat to meet this demand, ‘the volume of loan applications coming 
to the Small Business Administration continues at a high rate. 

2. The continued favorable acceptance of the Small Business Administration’s 
participation programs. 

3. Another tremendously important factor in the heightened loan activity is 
the fact that banks are steadily: growing better. acquainted with:the Small Busi- 
ness Administration’s. programs and services, and are calling upon it to help 
with the credit needs of the small firms they serve. 

During the current fiscal year, 56.4 percent. of all applications acted upon 
have resulted in loan approvals. Through April 30, 1958; 9,969 loans, for a 
total amount of $466,173,000, have been approved. 

A large proportion, or slightly over 68 percent, of, the 9,969 business loans 
approved were with bank participation. Of these, 2,593 loans, in a total amount 
of. $113,192,000, were on a deferred. basis,.in-which the bank disbursed its own. 
funds with a guaranty. from the Small Business Administration.to purchase its 
portion of the loan at any time on demand, and 4,191 loans, for a total amount 
of $213,549,000, .were immediate-participation loans. In these, latter participa- 
tions, the Small Business Administration immediately purchases .its portion of 
the amount disbursed, and the loan is generally made and serviced by’the par- 
ticipating bank. The SBA share of participation loans was $83,720,000 in 
deferred-participation loans and $166,785,000 in immediate-participation loans. 
It is anticipated that-the Government will be called upon to disburse very little 
of the amount involved.in deferered participations. 

During the past fiscal year, due to the short money supply ‘in the country 
relative to the demand for loans, a marked change occurred in the proportion of 
deferred-participation loans approved by this agency. In the 1956 fiscal year, 
participation loans were distributed approximately evenly between immediate 
(54.7 percent) and deferred (45.3 percent) participations.’ In, the first 10 
months of this fiscal year, only 23.5 percent of all the participation loans 
approved were on a deferred basis. 


Limited loan participations 


Included in the total number of participation loans aproved were 2,689 loans 
made under the limited loan participation plan, which was put into effect on 
January 1, 1956. In these loans the Government’s share cannot exceed $15,000 
or 75 percent of the loan, whichever is the lesser, and the term of the loan 
is limited to 5 years. The program has been well received by the banks in the 
country. It was designed to assist small retailers, wholesale distributors, 
service establishments, and other small-business concerns which’ were unable 
to obtain their full credit needs from private sources because of limited col- 
lateral which could be pledged to secure a loan. In approving such loans the 
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Small Business Administration relies heavily upon the banks’ knowledge of the 
credit worthiness of the businesses in their localities. 


Pool loans 

To date only two applications have been received under the so-called pool 
loan program, both of which were approved. These loans are made to. corpora- 
tions formed and capitalized by a group of small-business concerns for the 
purpose of. producing or acquiring raw materials, They are limited by the 
Small Business Act of 1953, as amended, to 4 maximum of $250,000 to any one 
corporation’ multiplied by the number of small businesses which have estab- 
lished and capitalized that corporation. 

The first loan made under this program was for $700,000. to the Maine Starch 
Sales Co., of Presque Isle, Maine. The 19 member firms of.the corporation are 
using the loan to purchase potatoes.for conversion into starch and to make 
possible the holding of the resulting starch until it can be disposed of in an 
’ orderly market. .'The loan has served to further the Government’s diversionary 

program for the marketing: of potatoes and to encourage the Maine plants to 
develop method for producing potato starch, on a competitive basis -with corn 
and other starches. 

The ‘séeond pool loan was made to the Boston. Fisheries Co., Inc., Boston, 
Mass., in the amount of $1 million. In this loan, funds are advanced against 
the market value for processed fish placed in cold storage by the members of 
the corporation. This enables. them to purchase additional supplies of fish for 
processing when they are available and to market their product in an orderiy 
manner throughout the vear instead of dumping them during the peak season 
when the market is less favorable. 

While the number of applications for pool loans has not been large, it is 
anticipated that when the organization of other corporations can be worked out 

_ and plans of operations developed, more applications will be forthcoming. 


Regional authority 

In order to speed the processing of applications from small business concerns 
and to make available the loan funds in the shortest time possible, regional 
directors have ‘been given authority to approve all LLP loans and any loan 
through $20,000 and any bank participation loan through $100,000 when there 
is at least 25-percent bank participation, of which 50. percent is new money. 
Regional directors are permitted to redelegate their authérity to branch man- 
agers. In. the exercise of the above authority, it is required that there be sub- 
stantial concurrence jin the action to be taken by the processing financial speci- 
alist, the Chief of the Financial Assistance Division, and the regional director. 
Where the amounts of the loans exceed the amounts stated above or where there 
may. éxist a difference of opinion as to the final action to be taken, the loans 
must be submitted’ to Washington for action. 


Disbursements 

Of the 9,969 business loans approved, 1,416 were subsequently. canceled in 
full and of the balance, disbursement had been initiated on 7,558, or over 88 
percent, as of April 30, 1958. Cancellations were principally for the reason that 
applicants were able to make other arrangements for needed funds from private 
sources or, because of changed circumstances, found that the loans were not 
needed when made available. 


DISASTER LOANS 


In the operation of its disaster-loan program, the agency’s greatest activity 
occurred in fiscal year 1956. This resulted from the large number of applica- 
tions for aid received following the floods resulting from hurricanes which struck 
the Atlantic coast the latter part of 1955 and heavy rains on the west coast in 
1956. Since the beginning of SBA’s operations to April 30 of this year, 9,087 
disaster applications for $124,164,000 had been received, of which 7,253 loans, 
for a total of $75,959,000, had been approved. Of these 986 were subsequently 
canceled and on 6,038, or approximately 96 percent of the balance, disbursement 
has been initiated. 

To speed relief needed, regional directors have been authorized to approve 
any disaster loan through $50,000 and bank participation loans through $100,000. 
They may redelegate to the branch managers or managers of emergency field 
offices authority to approve disaster loans through $50,000. 

As a part of its disaster-loan program, the Small Business Administration is 
placing special emphasis on financial assistance in drought areas to concerns 
which, have suffered economic injury as a result of drought conditions. Through 
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April 30, 1958, 179 such loans for $3,775,000-have been approved. Banks in 
the drought areas have agreed to assist in this program by.‘accepting drought 
loan applications and providing necessary credit information for, proper con- 
sideration of the loan request. Arrangements have also been made ‘for local 
advisory committees, composed of bankers and businessmen, to assist in evaluat- 
ing these drought loan applications. 

In addition, the Small Business Administration has offered to assist local 
development corporations in drought areas in financing the constructidn of in- 
dustrial buildings to induce new businesses to locate in their areas to provide 
employment for persons whose income has been shut off because of the drought. 

On February 22,1958, the President signed into law a new disaster program 
in which SBA may make disaster loans to business concerns which have suf- 
fered economic injury as a result of excessive rainfall. The following figures 
taken from reports submitted by individual field offices for the period February 
22, 1958, to approximately May. 13, 1958, will indicate the intensity of this ac- 
tivity: Interviews and inquiries, 4,332; applications given to applicants, 1,629; 
applications received by SBA, 617 for $13,326,000; applications approved, 294 for 
$3,519,000; applications declined, .94 for $1,746, 000; applications withdrawn, 15 
for $635,000. 

STAFFING AUTHORIZATIONS AND REVOLVING FUND 
Staffing 

As of April 30, 1958, permanent positions authorized for field financial special- 
ists an clerical employees totaled 336 and 221, respectively. This authorized 
staff was available fora business loan application workload averaging 595 per 
month for fiscal year 1958 through April, and for the administration of more 
than 14,000 outstanding loans, including RFC loans transferred to SBA for 
liquidation. 

As previously stated, duririg March 1958, 858 business’ loan applications w ere 
received, while in April 810 were received. ‘During these 2 months, 558 dis- 
aster loan applications were received. To cope with this upsurge in workload, 
overtime, and additional temporary positions have been authorized; 


Status of the revolving fund 

Additional capital of $100 million was appropriated to the reveling fund for 
fiscal year 1958, making total appropriations of $320 million. As of April 30, 
che balance in the fund was $27 million. 


Status of statutory limitation on outstanding loans and commitments 

Although appropriations to the revolving fund total only $320 million ‘based 
on actual and estimated needs through the current fiscal year, the Congress. has 
authorized appropriations for the loan programs in a total amount not to ex- 
ceed $430 million. Of this, not to exceed. $305 million in business loans ,and 
commitments, and not to exceed $125 million in disaster loans and contmitments, 
may be outstanding at any one time.. As of April 30, charges against the busi- 
ness and disaster loan limitations totaled $259.3 million and $49.4 million, re- 
spectively. 

APPENDIX A 
SBA lending activities 


[Dollars are in thousands] 

















| | | 
| 1954 | 1955 | 1956 | 1957 fio mon months, 1958 
iT a. at i -o - i % “ae 7 | Tae 
|Num-| Amount | —_ | Amount | Num-} Amount | Num-) Amount | |Num-| Amount 
| ber | ber ber | ber | | ber 
— - —_— — | — a . ee oe a ul peneey wo “i ie 
Business: | | | 
Received_.......-.-.} 2, 289) $138, 382) 3, 318| $177, 383). 4, 081) $209,814) 6, 864! $381, 838) «5, 954) $347, 617 
A pproved_. | “"473| 27,730] 1,172! 55,975! 1.915! 81, 977| 3,536] 159,095] 2, 873} 141, 387 
Declined _-_- 755| . 43,779] 2,071| 116, 269} 1, 449 79, 732) 2, 488} 158, 519} 2,218} 140, 788 
Disaster: | | | | | | | 
Received ._---- al 247) 1, 743! 1, 330 12, 203; 4, 006) 69, 230) 1, 944) 18, 468) 1, 560) 22,520 
Approved enn Shien | 157 742) 1, 086 7, 873) 3, 309 44, 402) 1, 597) is 2 2, 900 1, 104} 9, 950 
Declined....-.....--| 38 295) 153} 2, 237/346) 8, 995) 203) 340} 186) 4, 134 
Total: | } | 
Received_ , 2,536) 146,125) 4,648) 189, 586) 8, 087) 279, 044) 8, 808; 400, 306) 7,514) 370, 137 
Approved 630 28, 481) 2, 258 63, 848) 5,224) 126,379) 5,133) 172, 087) 3, 977 151, 337 
Declined J | 793 44, 074) 2,224) 118, 506) 1,795 88, 727! 2,691) 160,859) 2/404) 144,922 


| | 
| ! \ | \ \ | ' 
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618 CREDIT NEEDS OF SMALL BUSINESS 


Status of revolving fund as of Apr. 30, 1958 (all participation-loan data reflecte 
i ' SBA share‘only) 


‘ Cumulative amount 
Item through current month 


Gross amount appropriated to fund 


Charges to fund (deduct): 
1. Loans outstanding: 
Business loans: 
Disbursements, including conversions: ! 
Sg EE ae RE EES: a... $04, 863, 768 
Immediate-participation dn dint a cists tipo 123, 719, 292 
Deferred-participation loans pur¢hased 6, 625, 727 


Less repayments and other credits: 


$225, 208, 787 


; 7 25, 195, 857 
Immediate-participation loans 25, 844, 376 
Deferred-participation loans purchased 


Disaster loans: 

, Disbursements, including conversions; ! 
Direct loans 
Immediate-participation loans 
Deferred-participation loans purchased 


Less repayments and other credits: 
Direct loans. 
Immediate-participation loans- -.. 
Deferred-participation loans purchased 


45, 778, 480 


Total loans outstanding 217, 365, 283 


2. Loan commitments: ? 
Business loans: 
$23, 972, 860 
Immediate-participation loan. 
Deferred-participation loans: 
Bank disburseménts, including conversions...... $61, 594, 676 
Less repayments and other credits 


Principal outstanding 
To be disbursed by banks 


SBA guaranty to purchase 
Less reduction for estimated loans not requiring 
30, 561, 735 
6, 857, 269 
——_———.__ 57, 179, 051 
Disaster loans: 
dD 2, 200, 065 


irect loans 
Immediate-participation loans . 432, 800 
Deferred-participation loans: 
Bank disbursements 
Less repayments and. other credits 


Principal outstanding 
To be disbursed by banks 


Total commitments 


1 On check-issue basis. 
, 2? Loan commitments cover the Administration’s share of loans authorized which are in the process of 
disbursement and the Administration’s guaranty to purchase its share of principal balance outstanding 
‘ on deferred-participation loans made to borrowers by participating banks. 
3 Based on approved policy of administratively determining the amount of deferred-participation business- 
loan commitments the Administration probably will be required to liquidate by purchase from participating 
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Status of revolving fund as of Apr: 30, 1958 (all See ‘data reflects 
SBA share only )—Continued 


' Item , ‘ Cumulative amount 
Charges to fund (deduct)—Continued through current month 
3. Expenses and other charges, net: 
Administrative expense: 


. $1, 512, 715 
620, 665 


: 5, 223, 803 
See CUNO ross ccselzccscceucd Noereds . 6, 877, 000 
teaser; loan making: © , 


$20, 593, 420 
Other expense: 
Interest expense 
Mirko nichica SAIS haan Scale ole cabin ema . 
9, 880, 612 
Loans written off: 
Business loans: 
Principal 
Interest and other receivables 


Disaster loans: 


Interest and other receivables 


$30, 749, 396 
Less income: 


Interest earned 
Participation fees earned 


Other charges and credits (net) 
Total net expenses and other charges 
Total net charges to fund 


Waepmemnitéel emeiee 08 Gand 40 os 5. cc ncatncasceniesaste ee ed, hes area 
4 Decrease from April, $11,931,618. 
Prepared by: Accounting Division, Office of Controller, May. 14,1958. 


Status of statutory limitation of loans and contracts as of Apr. 30, 1958 


Disaster Business 
loans loans 


1. Statutory limitation........................-..----.----- pre a aa $125,000, 000 | $305,'000, 000 


2. Less SBA investment in outstanding loans 45, 778, 480 171, 586, 803 

$ Less outstanding loan commitments: 
Deferred participation loans disbursed by banks 820, 223 31, 508, 702 
ea Sea ee 2, 804,812 | 56, 142, 084 


49, 403,515 | °259, 327, 589 


75, 596, 485 45, 672, 411 


NoTE.—No contract commitments have been made against the statutory limitation of $100,000,000.con- 
tained in the provisions of sec. 204 (b) of the Small Business Act of 1953, as amended. 
Prepared by Accounting Division, Office of Controller, May 14, 1958, 


a 


LJ 
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Selected statistics on financial assistance and procurement and technical assist- 
ance activities—Current fiscal year through April 1958 in comparison with 


same period in fiscal year 1957 





July 1957 | 





Financial assistance activities through 
April 1958 
Business loan program: 
Applications received, number. -..................-- Mnaneliecitels dienes 5, 954 
Loans approved: 
I eI | le ei Lecabanneswoe 2, 873 
i, BR eet ec ng co leonace peceeuancanam | $141, 387, 000 
Percent of applications acted on which were approved.__._.........-.... 56. 4 
Disaster loan program: 
Applications received, number. ... ......<.......-..............2........ 1, 560 
Loans approved: 
a he eceudackonncusy 1, 104 
Total amount---__._.... con : biauades eae cae $9, 950, 000 
Percent, of applications acted on which were ‘approv SaaS ne 85. 6 
Procurement and technical assistance activities: 
Procurement set aside for small business__-- -- artwecenintce tite, te b 12, 843 
Value._-_- ns rr tes ea a, aint ipa thoetabnares ies -| $818, 991, 300 
Set-asides awarded......--...--.-- say kan Lea 1 8, 677 
WO 2b do Coe naisiia eis ceebencs Pisiends. nied eines .| $443, 651, 800 
Prime contract referrals___.- ; aia 26, 745 
Contacts to develop subcontract opportunities:__ sini ese eialaa i ; 2, 545 
Subcontract referrals... ....1..../.....--.- “ 4, 968 
Cases of procurement assistance counseling and re presentation to procure- 
ment agencies in behalf of small firms_....-..............-.-----2-- 4 19, 449 
Firms assisted to bid on specific procurements _-- 6, 334 
Additional sources of supply furnished for bidders lists on which small- 
business competition was needed J. -...._-- adeech oni ania 9, 791 
Certificates of competency: 
Applications received..........:-.....--- a at nana ot bias h ceibtensiies 168 
DIM Anchitdocccosers-t<cn ieleeobe thew [HiaeeaaeehVersarkenancnit Gime eny tee 
I) Sat det i a team re titel amelie berms dake 5 
Re a Be ee Caned, cu linnandanavadunwaieeouvasone $18, 068, 600 
Plant visits in connection with progress of certified contrac Re ae 576 
Engineering surveys (loans, certificates, preaward, etc.) ' ‘ 3, 9b4 
Cases in which production, and management assists ance, ine cluding | | 
material and equipment assistance, was ERG in - dacnsecsaencsesnne 3, OO1 
Requests for products assistance handled i ie cota ee aS 5, 823 | 
Inventions listed in the products list circular. -- 1, 089 | 
Requests received for inforniation and data on inventions listed in the | 
ee mG St Si es ai i csebiaweuaete nee 2, 450 


July 1956 
through 
April 1957 


5, 689 


2, 883 
$128, 927, 000 
58. 4 


1, 277 
$10, 109, 000 
88. 4 


8, 701 
$559, 720, 600 
26, 805 

$414, 880, 400 
47, 211 

3,916 

5, 586 


26, 458 
8, 403 


7,217 


179 
$30, 908, 5 
71 
$6, 597, 100 
662 
2, 333 
3, 799 
8, 677 
940 


3, 262 





1 These awards resulted in 11,928 contracts to small firms. 
2 These awards resulted in 10,091 contracts to.small firms. 


Source: Office of Controller, Budget’ and Reports Division, May 22, 1958, 
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CREDIT NEEDS OF SMALL BUSINESS 623 


PROGRAMS OF PROCUREMENT AND TECHNICAL ASSISTANCE TO SMALL BUSINESS 
(March 1958) 


I. INTRODUCTORY REMARKS 


Positive measures to provide managerial and technical aids to small business 
and to assure that small firms have equal opportunities to participate in Govern- 
ment contracts for supplies and services, are the broad objectives of the Small 
Business Administration’s programs of procurement and technical assistance’ for 
small business. This summary statement will highlight the activities undertaken 
in connection with these programs. Also highlighted are specific accomplish- 
ments. Basic statistics covering the procurement and technical assistance pro- 
grams are included in the exhibits to this statement. 

The Small Business Act of 1953, as amended, provides the foundation of a 
national program for small business concerns, based on a policy enunciated by 
Congress. The stated objective of this policy of Congress is the preservation of 
free, competitive, smiall business enterprise, and insuring that a fair proportion 
of Government purchases of supplies and services is placed with small business, 
and that the Government will aid, counsel, and assist and protect, insofar as 
possible, the interest of small business. 

The Small Business Administration is primarily a service organization, pro- 
viding financial, procurement, managerial, and technical assistance to individual 
small businesses requesting such aid. 

In setting forth that the Small Business Administration was established: to 
carry out the policy of Congress in order that “* * * the interest of small- 
business enterprises may be recognized, protected, and preserved * * *” it was 
indicated that the Small Business Administration should consult and cooperate 
with other Government departments and agencies. The act, and hearings and 
reports preceding this legislation, clearly indicate that the intent of Congress 
is to make the Small Business Administration the spokesman for small business 
in the establishment of policy and an advocate in the correction of particular 
problems of small business. 

To carry out this policy, Congress provided specifically for certain programs 
wherein the SBA exercised complete control. In other instances, the agency 
is not given complete jurisdiction but is directed to cooperate and consult with 
other agencies of the Government. 

The Small Business Act of 1953, as amended, gives the Small Business Admin- 
istration, itself, the authority, in addition to making business and disaster loans, 
to (1) determine and cooperatively set aside for award to small firms, all or 
any part of a proposed procurement; (2) provide technical and managerial 
aids to small firms; (3) enter into contracts with Government procurement 
agencies; (4) make an inventory of all production facilities of small firms; (5) 
certify as to capacity and credit to perform a specific Government procurement 
contract; and (6) certify as to size of business concerns. 

The SBA is directed to consult and cooperate with other agencies and to rec- 
ommend policies which would be beneficial to small firms; to consult and 
cooperate with officers of the Government having procurement powers; to en- 
courage the letting of subcontracts by prime contractors; to make studies and 
recommendations to appropriate agencies to insure that a fair proportion 
of total purchases and contracts be placed with small business enterprises; to 
consult and cooperate with all Government agencies for the purpose of insuring 
that small business concerns receive fair and reasonable treatment; and to 
make recommendations concerning the effect of price, credit, and other controls 
imposed on small business under war or defense programs. 

By drawing on the technical staff and research facilities of other Government 
departments, the SBA is placed in the position to render an effective job of 
helping small business without duplication of efforts on the part of either the 
SBA or other Government departments. 

Furthermore, this cooperative undertaking with respect to various Govern- 
ment departments and agencies—and particularly with reference to activities 
of procurement and managerial and technical aids—provides tangible evidence 
that the Small Business Administration is directing its program’ activities to 
bring about close and cooperative work relationships in recognition of the intent 
of Congress. 
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BES .U.. PROGUBEMENT . AND .TECHNICAL ASSISTANCE. ACTIVITIES 


Exhibit A provides a summary of progress and accomplishments of the Small 
Business Administration. This summary shows the results of programs for 
calendar year 1957 and the cumulative results since the agency started opera- 
tions in August 1953. The details relative to programs are discussed in a later 
part of this report. . 

In brief, exhibit A indicates the following accomplishments during calendar 
year 1957: 

(a) 12,866 procurements valued at $777,631,385 were jointly set aside for 
competitive award to small-business firms. 

(6b) Small firms were notified of 38,595 opportunities to bid on procurements 
selected as suitable to their industrial facilities. 

(c) 3,926 calls and visits were made to. prime contractors to develop subcon- 
tract opportunities for small-business firms. 

(d@) As the result of these visits, 4,978 subcontract opportunities were re- 
ferred to small-business firms. 

(e) 23,583 cases of procurement assistance counseling and representation to 
‘procurement agencies in behalf of small firms were handled by agency field 
offices. , 

(f) 8,184 small business firms were helped to bid on specific procurements. 

(g) 10,676 ealls or visits were made to small-business firms to notify them 
of items or services being purchased for which additional small-business com- 
petition was needed. 

(h) 103 certificates of competency were issued to small-business firms ena- 
bling them to receive awards totaling $12,754,000 on procurements for which 
their production capacity or credit had been questioned by procurement 
officials. 

(i). 731 visits were made to small-business plants by production engineers 
of the agency to assist in the progress of completing contracts on which certifi- 
cates of competency had been issued. 

(j). 4,421 engineering surveys of small-business plants were made in connec- 
tion with loans, certificates of competency, and preaward surveys. 

(k) 4,009 cases of production and management assistance, including materials 
and equipment assistance, were given to small-business firms. 

(1) 8,492' requests for products assistance were handled. 

(m) 1,399 inventions were listed in the agency’s products list circular to 
bring to the attention of the small-business man new merchantable ideas. 

(n) 3,357 requests were received for information and data on inventions 
listed in the Products List Cireular. 

(0) 121 administrative management courses to assist small-business owners 
were conducted by 71 leading educational institutions in cooperation with the 
SBA. They were attended by more than 4,000 small-business executives. 

(p) 435,480 management aids, 205,500 technical aids, and 403,175 small 
marketers aids were distributed free to small-business executives, trade asso- 
ciations, educational institutions, and professional organizations, highlighting 
effective policies and procedures for small-business. owners and managers. 

(q) 101,454 copies of the small-business management series were sold or dis- 
tributed free to businessmen, educators, professional. experts, Government spe- 
cialists, and others. 

(r) Sales of management and ‘technical aids annuals totaled 21,023. 


Ill, PROCUREMENT ASSISTANCE TO SMALL BUSINESS 


Progress has been made by the agency to strengthen and expand the programs 
of aiding, counseling, and assisting small-business concerns to participate in 
purchases and contracts for supplies and services for the Government. The SBA 
recognizes fully, however, that the optimum results with respect to assistance 
to small business in achieving a fair proportion of Government contracts and 
in participation in subcontracting opportunities still remains to be obtained 
(exhibit A). 

The most persistent problem continues to be how best to divide the available 
manpower in order to meet all of the many requests arising throughout the 
country for this assistance and to fulfill the various functions required in extend- 
ing procurement assistance to small firms. 
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A, Joint set-asides for small business concerns 


It is recognized that this program has not reached. its full potential. The 
basic problem is that of coordinating small-business programs with the primary 
responsibility of the purchasing offices Therefore, the problem is one of 
continued education. 

During 1957, the program had many deterring factors such as cutbacks 
in military spending during the last half of the year; a change in small-business 
size standards which precluded tabulating awards previously credited to small 
business dealers that can no longer be classed as small business; and insufficient 
time to educate small firms on- the potential in the guided missile programs and 
other highly technical developments of defense needs. Nevertheless, the pro- 
gram made considerable progress. In calendar year 1957, 12,866 procurements 
valued at $777,631,385 were jointly set aside for small business as compared to 
8,693 valued at $650,139,014 in 1956. 

The joint set-aside program is carried out by the SBA in cooperation with 
those Government agencies which account dollarwise for most of the Federal 
Government’s purchases. Section 214, Public Law 163, as amended, empowers 
the SBA and Government contracting officers to set aside proposed procurements 
for competition among small businesss concerns when such action is in, the 
interest of maintaining or mobilizing the Nation’s full productive capacity, or is 
in the interest of war or national-defense programs. 

The program is directed toward the discharge of their common responsibilities 
that a fair proportion of total purchases and contracts for supplies and services 
of the Government shall be placed with small business concerns. 

To carry out the joint set-aside program, the Small Business Administration 
has assigned representatives to the major Government purchasing offices. There, 
in cooperation with procurement officials, the jointly screen proposed purchases, 
determine whether small firms can supply the items or services, and evaluate the 
small business competition. When the Small Business Administration repre- 
sentative determines that sufficient small business competition can be obtained, 
he recommends that the procurement be totally or partially set aside for com- 
petitive award to small business concerns. If this request is denied, he has the 
right to formally appeal the decision to the highest procurement official at the 
installation. 

When an entire procurement is restricted to small business firms, that is, set 
aside for exclusive award to small business, any bids received from large busi- 
ness concerns are considered as nonresponsive. Where only part of a proposed 
purchase is set aside for small business, small firms compete with all other 
businesses that bid on the contract, large and small, for the non-set-aside por- 
tion of’ the procurement in order to be considered for negotiation of the set-aside 
portion. To qualify for negotiation of the set-aside portion, the bid entered by 
a small business firm must be within 120 percent of the highest unit price at 
which the award is made for the non-set-aside portion. Negotiation is then 
conducted with the small business firms which are determined ‘to be responsive 
and which qualify under the 120 percent rule, beginning with the firm which 
submitted the lowest bid.on the non-set-aside portion. When only one award is 
made on the non-set-aside portion, the set-aside portion must be awarded at the 
same. unit price. When the non-set-aside portion results in multiple awards, 
the set-aside portion is awarded at a unit price equal to that of the highest 
price awarded on the unrestricted portion. 

The SBA set-aside program assures. that small firms will be awarded con- 
tracts on those procurements earmarked for exclusive award to small business. 
Furthermore, when a proposed: procurement is set aside on a partial basis, the 
opportunity for awards is, in fact, double; one with respect to the set-aside part, 
and:-one with respect to the non-set-aside portion. It further gives small busi- 
ness the opportunity to bid or quote on smaller quantities, since the partial set- 
aside action has the effect of dividing the procurement into at least two parts. 
This program serves to strengthen the national economy inasmuch as it broadens 
the procurement base for the Government by encouraging small business par- 
ticipation in Government contracts. 

Since the beginning of the SBA joint set-aside program in August 1953, 29,275 
procurements value at $2,235,699,214 have been earmarked for competitive award 
to small business concerns. 

The progress made in the joint set-aside program in 1957 is illustrated in ex- 
hibit B by the increase in the numbers and amounts of set-asides initiated and 
agreed to by procuring officials. 
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There has been a steady increase in both the number and amount of the pro- 
curements restricted to small business since the inception of the program. In 
1957, 12,866 procurements were set aside for small business as compared to 2,- 
588 for 1954, an increase of 398 percent. The value of the set-asides for Small 
business increased from $290,840,594 to 1954 to $777,631,385 in 1957, an increase 
of 167 percent. 

Accomplishments under the point set-aside program are dependent upon the 
number of purchasing offices which can be covered by SBA representatives. 
During the last half of calendar year 1957, 37 SBA representatives have carried 
on the program regularly in 27 Army purchasing offices, 21 Navy installations, 
18 Air Force establishments, 27 Federal civilian agency purchasing offices, and 
with the Military Petroleum Supply Agency. -In addition to these 94 instal- 
lations at which the program was carried out on a regular basis, liaison was 
maintained with 74-other procurement installations, and occasional set-asides 
made. 

In order to provide the greatest assistance to small firms within the limitations 
of available personnel, the agency’s main effort is directed at the larger procure- 
ment installations. 

During 1957, purchases set aside for small business firms amounted to 
$777,631,385. These set-asides were made in cooperation with the following 
agencies in the amounts indicated: Army, $329,456,657 ; Navy, $190,644,772 ;. Air 
Force, $143,346,380; Military Petroleum Supply Agency, $66,672,246; Depart- 
ment of Commerce, $22,857,401; General Services Administration, $12,831,564; 
Veterans’ Administration, $7,207,307; Department of the Interior, $2,297,233; 
and Department of Agriculture, -2,297,825. The purchasing offices of the latter 
two Departments are so widely decentralized that SBA representatives are only 
able to screen a minor portion of the procurements placed. 

A small-business set-aside program has not been established with the Atomic 
Energy Commission because AEC purchases suitable for small business are made 
by their prime contractors. However, the Atomic Energy Commission and Small 
Business Administration have a program to assist small subcontractors. 

In addition to carrying on the set-aside program, SBA representatives at the 
procurement centers counsel owners and officers of small concerns in selling to all 
Government agencies. They also assist specific small-business concerns to obtain 
an opportuinty to bid on various procurements of which they otherwise would 
be unaware. 


B. Guiding small firms to areas where competition is needed 


A program which supplements that of restricting procurements for award to 
small-business concern is that of locating competent small-business suppliers for 
those items or services for which small-business competition has been inade- 
quate or lacking. When SBA representatives at purchasing offices screen pro- 
curements for possible set-aside action, all possible information is obtained con- 
cerning past. procurement history and the prospects for small-business compe- 
tion on each procurement being examined. When the SBA representatives 
learn that an item or service can be supplied by small-business firms, but that 
there has been little or no competition from them, arrangements are made for 
SBA field offices to locate competent suppliers for the particular item or service 
and purchasing office. All essential data and information concerning the item 
or service, including drawings and specifications, are forwarded to the agency’s 
field offices in order that SBA engineers and industrial specialists match this 
basic information with the agency’s facilities register of small firms which are 
competent to supply the item or service and which wish to bid. 

This systematic action not only increases small-business competition and 
broadens the industrial base, but also has the effect of assuring a better price 
to the Government because of greater competition. The primary aim of the 
program, however, is to increase the number and variety of items and services 
on which joint set-asides for small-business firms may be made. This objective is 
gradually being accomplished. As an example, some of the items on which the 
agency was able to obtain joint set-asides during the past 6 months because action 
had been taken to find competent small-business firms desirous of bidding in 
the areas in which competition was needed are: Generator sets, compressors, 
surgeons’ gloves, scouring sponges, mobile field laboratory trailers, metal fabrica- 
tion, tension guys, boats, protectors (splice), services, lubricating systems, pro- 
tractors, dairy products, chute tape, ice cream, jack assembly, metal chairs, 
adapters, steel tables, food carts, sherbet dishes, medicine cabinets, hand tools, 
targets, rotary bullet pull parts, steel antenna shelter mounting fixtures, gal- 
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vanized steel towers, radar support towers, antenna shelter supports, adhesive 
aluminum dipole, and 36-foot landing crafts, 

Even though the potential source action does not always result in set-asides 
for small-business concerns, it does serve the primary objective of getting small- 


business firms on the proper bidders’ lists so that they provide increased compe- 
tition on future procurements. 


C. Inventory of small-plant facilities 


An inventory of small business productive facilities is maintained on a decen- 
tralized basis in the field offices. Small companies interested in registration are 
furnished a questionnaire on which they list facilities and other pertinent in- 
formation. On receipt of a questionnaire by the field office, it is filed alpha- 
betically by company name. The most important data are reviewed and the 
company classified by major product or capabilities. The company is then coded 
for quick identification in accordance with the standard industrial classification. 

The purpose of the facilities inventory is to insure that a record is provided 
for quickly ascertaining the productive capacity of small plants in a given area. 
The data furnished by the company are carefully classified as to capacity, ma- 
chine tools, number of employees, types of products, and other essential produc- 
tion factors. This information can then be evaluated to determine a manu- 
facturer’s industrial potential, including the kinds of production for which his 
facilities are now suited, and the types to which the facilities can be converted 
in case of full mobilization for defense.. Many small firms now engaged in pro* 
ducing a peacetime, civilian item, can, when the need arises, produce a wide 
variety of defense items which have no civilian counterpart. 

A partly mechanized operation has been accomplished by the utilization of 
stencil plates which contain a minimum of identification and descriptive data on 
the company, and can be used for addressing correspondence to ‘them. From such 
records, the field staff can readily obtain skeleton information on individual 
concerns, without going to the main alphabetical files.. These condensed records 
are maintained in SIC code numerical order for rapid reference. 

The inventory is now used principally in assisting the registered companies in 
their afforts to obtain prime and subcontracts, in locating new sources for the 
military services, in aiding the ODM-sponsored damage assessment program, 
and in locating scarce or specialized machine tools and equipment when calls for 
them are received. 

SBA field offices are authorized to cooperate with State and local governments, 
chambers of commerce, and trade associations in the collection of facility infor- 
mation to expand the facilities inventory and so increase its coverage. 

About 36,000 small plants are registered with SBA. A program is now under 
way to enlarge this total. The increasing importance of the mobilization aspects 
of the inventory points up the clear, need for registering more small firms that 
are removed from urban centers, and this is now receiving emphasis. 

An intense program ‘is underway ‘to register qualified small business concerns 
for research and development work. This will be a special inventory group 
which will receive constant attention so that defense and civilian agencies 
engaged in this work can be made aware of these facilities during peacetime or 
mobilization periods, and a fair share of this work channeled to small business. 


D. Procurement assistance counseling 


In its counseling program, the Small Business Administration helps small 
firms determine which items or services they can supply to the Government, and 
assists them in being included on the appropriate bidders lists: In addition, the 
agency assists small business concern in obtaining ‘bid sets for any purchase 
which is suitable for them to supply. 

One of the aims of SBA’s counseling program is to make available to small 
firms the fullest possible information concerning Government purchasing by pro- 
viding detailed information on who buys what and where ‘in the Federal Gov-- 
ernment, where Government specifications may be seen, and how to, go about 
obtaining prime contracts and subcontracts. 

Many agency field offices also obtain bid sets from purchasing offices in their 
areas and display them for information purposes. The offices inform interested 
firms as to how the bid sets and specifications and drawings relating to them may 
be obtained, or where they are available for inspection. ' In this connection, each 
agency field office maintains a set of Government packing and packaging specifi- 
cations especially selected to fill the needs of small firms. These sets are avail- 
able to small business owners for reference use. 
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Export trade opportunitie are made available to small firms through a mutual 
arrangement whereby the International Cooperation Administration provides 
SBA field offices with ICA small business circulars which contain advance pro- 
curement information on export trade opportunities for American small busi- 
nesses under the various programs financed by International Cooperation Admin- 
istration. Using this information, SBA field offices furnish interested small 
manufacturers, suppliers, and exporters with descriptions of items, quantities, 
specifications, shipping instructions, and names and addresse of purchasing 
offices. 

One of the more important means of assisting small firms is that of helping 
them solve problems regarding bids, specifications, claims, bonding requirements, 
payments, and misunderstandings between them and procuring officials. 

During 1957, SBA field offices reported 23,583 cases of general procurement 
counseling and representation in behalf of small firms at purchasing officers. 
In addition, the agency recommended 8,184: firms to contracting officers for the 
opportunity to bid on specific purchases. . 

BE. Developing subcontracting opportunities for small-business firms 

Subcontracting offers to small-business firms an important means of participat- 
ing in Government procurement. For some small-business firms, it is the most 
practicable means; for some, it is the only means. However, the assistance 
rendered by SBA to small-business firms in the field of subcontracting is not 
limited to Government procurement. 

Small Business Administration field offices develop lists of prime contractors 
in their respective areas for use in making contacts to develop subcontracting 
opportunities for small-business firms. These lists are developed from contract 
award information in the Synopsis of United States Government Proposed Pro- 
curement, Sales and Contract Awards, from newspapers, from chambers of 
commerce, .from manufacturing and trade associations, from contacts made 
at small business opportunity meetings, from liaison with district offices of the 
military and civilian agencies of the Government having procurement informa- 
tion, and from the lists of prime contractors published by the military agencies. 

Firms which come to the SBA for subcontracting assistance are asked to 
register their facilities with the appropriate field office so that the agency’s 
production engineers-can evaluate the type and volume of work they are capable 
of handling. Armed with this knowledge, agency representatives contact prime 
contractors to develop subcontract opportunities for the small-business firms. 

During these visits, small-business firms are advised how to “sell” their serv- 
ices to contractors, as well as how to find firms needing components which they 
can produce. In addition, they are furnished information on major prime 
contractors in their areas, the AEC cost-type contractors and prime contractors 
for the Army Corps of Engineers and Navy district public works offices when 
appropriate. 

Under the Department of Defense small business subcontracting programs 
now in operation, military contracting officers urge major prime contractors to 
subcontract as much as practicable to small-business firms. Contractors that 
have agreed to participate in this program are visited by SBA representatives 
to develop the maximum amount of subcontract work for small-business firms 
registered with the agency. 

The Atomic Energy Commission and Small Business Administration have a 
cooperative subcontracting program to assist small-business firms, under which 
the AEC cost-type contractors notify SBA field offices of opportunities to sub- 
contract or to sell to them. The SBA field offices, in turn, bring these oppor- 
tunities to the attention of small firms which can supply the component or 
product needed. 

During the calendar year 1957, SBA representatives made 3,926 calls on prime 
contractors to develop subcontracting opportunities and made 4,978 referrals of 
opportunities to small-business firms. In addition, many other prime and sub- 
contractors were brought together at the. SBA Small Business Opportunity 
Meetings. 

The increased complexity of weapons, missiles being the outstanding example 
today, has created a major problem area for the small business operator and 
the Small Business Administration. It is most important that SBA exert every 
effort to extend technical and financial aid and counsel to small business in 
providing opportunities to participate in the missile program and subcontract- 
ing, thereby obtaining a greater share. 
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Adequate information now has been developed to establish a realistic sub- 
contracting program, tailored within the requirements of the weapons system 
concept of purchasing. The information has béen placed in the hands of SBA 
technical staff in the field offices. It is readily accessible to small firms. SBA 
industrial and production specialists will assist small business concerns in using 
this information as a guide for missile subcontracting. 

The SBA with the cooperation of the Department of Defense and Military 
Services, contractors, and related sources, has accumulated and preparéd the 
most comprehensive single package unit of guidelines and related information 
available today with respect to the missile program. This new SBA _ missile 
directory contains a listing of missiles procured by Army, Navy, and Air Force, 
together with the names and addresses of the prime contractors and the commanant 
Military Services. 

In addition, this directory includes a compilation of the names and sddreanes 
of approximately 1,400 firms reported to be in ‘production on various phases of 
missile contracts where subcontracting opportunities may be obtained. Fur- 
ther, the agency has compiled a brief description of approximately 500 com- 
monly required components in the missile field. 

This directory will from time to time be supplemented with a composite listing 
of facilities required to produce each of the component parts. 

SBA will give continuous study and attention to the entire missile program. 
The agency’s field offices and technical staff will maintain current, factual data 
and related information that will be of direct assistance to small-business con- 
cerns in connection with the rapidly changing technical and Government pur- 
chasing requirements of the missile program. 


F. Bringing Government purchases to the attention of small firms 


When a small concern requests the agency’s assistance'in obtaining Govern- 
ment business, it is asked to register its facilities with the appropriate field: 
office. That office then notifies the firm of opportunities té.bid on purchases 
for which its facilities are suited, at the same time urging it to get on the bidders 
lists so that. it will then receive notices of the next opportunities direct from the 
purchasing offices. Since SBA field offices receive bid sets from many pro¢ure- 
ment installations, this program enables small firms to learn of countless bidding 
opportunities of which they otherwise would be uhaware. 

During the year 1957 the agency’s field offices made 38,595 referrals of prime 
contract opportunities to small-business concerns. 


G. Certificates of competency 


The SBA offers what is in effect an appeal procedure for small companies 
whose low bid on Government procurement has been rejected on the grounds that 
the firm lacks the necessary financial and productive capacity. 

This has been an important and active program since the inception of the 
agency and calendar year 1957 saw an increase in the number of applications 
amounting to 4.7 percent. <A total of 769 applications was received since August 
1, 1953, and 357 certificates of competency were issued through calendar year 
1957. Last year accounted for 244 applications while the previous year, 1956, 
accounted for 233 applications. 

The items for which certificates of Competency were requested ranged from 
clothing articles to complex items of. military electronic equipment. 

There was also an increase in the value of the procurement contracts on which 
applications for certificates of competency were received, amounting to 12.8 
percent. The applications in 1957 involved procurements totaling $43,014,456, 
as compared with $38,122,650 in 1956. 

All branches of the Defense Department, some joint agencies, and several 
civilian agencies were served by this program. 

A summary of the origin and disposition of certificate-of-competency applica- 
tions from August 1, 1953 through December 31, 1957, is included in exhibit D. 

A continual followup is maintained by a qualified SBA’ production specialist 
until a certified contract is completed. A status record is also kept.in the SBA 
field office. This is in line with the SBA policy of not‘only making'a careful 
original investigation, but maintaining a high standard of contract perform- 
ance. In the calendar year 1957, SBA personnel visited 731 plants. A total of 
3,832 has been visited since the agency began. An example of field: followup 
action is provided by the history of a small firm manufacturing textile articles 
for the Quartermaster Corps under SBA certificates of competency. The ¢om- 
pany’s previous experience did not include work related to the production of 
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tents. Considerable difficulties were experienced in training labor and the 
rejection rate was extremely high. A production specialist from the Washing- 
ton office helped solve fabrication problems with the result that one contract for 
tent liners was finished ahead of schedule while the tent contract itself was 
completed on time. In other instances, SBA production specialists, because of 
their familiarity with their regions, often suggest small subcontractors who can 
help in the timely completion of a Government prime contract. 

The SBA takes its responsibility seriously in issuing certificates of compe- 
tency. The care in making investigations and evaluating requests for certifi- 
cates of competency is demonstrated by the ratio of certificates issued to applica- 
tions received. Since August 1, 1953, through calendar year 1957, of 769 applica- 
tions, about 46 percent, or 357 actually resulted in certificates. There are 
relatively few cases in which certificates were granted in which the firm failed 
to complete the contract. 

It perhaps should be noted that the very existence of the certificate of compe- 
tency program has a tendency to tip the scales in favor of a small-business 
concern when there is doubt existing as to its competency. In some instances, 
spadework accomplished by SBA field offices has resulted in contract awards 
without the necessity of the issuance of certificates. 

Behind each issuance of a certificate of competency, there no doubt lies a story 
of the desire for expansion of a small business in a competitive field and the 
earnest desire to successfully perform a Government contract. 


H. Specifications assistance 

A continuing problem of small business firms is difficulty in obtaining copies 
of Government specifications. Many small firms receive bid sets from Govern- 
ment contracting officers without the appropriate specifications, or with the basic 
specification alone, while important reference specifications are omitted. Fre- 
quently, when a small firm writes to the purchasing agency for the needed speci- 
fications, heavy demand for them already has exhausted the supply. 

The SBA maintains at its Washington and field offices a reference set of the 
packaging and packing specifications most often required by small concerns in 
selling their products and services to the Government. 

During this reporting period, the agency worked closely with the Task Force 
for Reviewing Government Procurement Policies and Procedures. Technical 
guidance was provided to the task force study groups seeking to (1) simplify 
Government marking, packing and packaging specifications, and (2) determine 
whether small business suffers a disadvantage in obtaining the use of Govern- 
ment-owned facilities. In addition, a staff member of the agency served on the 
study group dealing with the overall area of Government specifications. The 
Small Business Administration has submitted a number of subjects to the study 
group for consideration and possible solution. 

The Small Business Administration is now completing a major revision in the 
United States Government Specifications Directory, a guide to approximately 
900 places throughout the country where small-business owners may refer to 
Government specifications and indexes. The present directory discusses the pur- 
chasing specifications used by the Government, tells how businessmen may 
obtain copies of them and provides pointers on using them. The new issue will 
contain information on additional timely subjects and will be combined with 
the United States Government Purchasing Directory, into a publication entitled 
“United States Government Purchasing and Specifications Directory.” 

In the period January through December 1957, the SBA received from the 
General Services Administration 254 new or interim Federal specifications. 
These were reviewed by the agency to make certain their provisions would not 
be restrictive to small concerns. The agency’s analyses resulted in a number of 
recommendations to the General Services Administration for deletion of possible 
restrictive or discriminatory provisions. 

The Small Business Administration also seeks the issuance of new specifica- 
tions, or revisions in existing ones, to make it possible for small manufacturers 
to have their products considered in Government purchasing. Toward this end, 
negotiations were held during the past year with the. Department of Agriculture, 
Quartermaster Corps, Marine Corps, Coast Guard, Signal Corps, National Bu- 
reau of Standards, and the General Services Administration. 

Examples of assistance to small -firms in specification matters are contained 


in exhibit E. 
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I. Business opportunity meetings, 1957 


During the year 1957 the Small Business Administration, other Federal agen- 
cies, and local business groups, cosponsored 14 business opportunity meetings 
for the benefit of small-business. owners and managers. It is estimated that 
more than 8,500 businessmen attended these meetings and learned of the Gov- 
ernment’s buying methods, prime contract and subcontract opportunities, and 
helpful Government services. 

Information on selling to the Government was provided by means of talks 
by top Government purchasing officials, visual displays, sample bid sets, and 
exhibits of actual articles purchased by the Government. 

Each opportunity meeting also featured displays by large prime contractors 
of items for which they welcomed subcontractors. Purchasing agents were on 
hand at the displays to discuss their requirements with small firms and to 
list the firms on their bidders lists for subcontract work and direct purchases. 
Prime contractors were pleased. at their success in finding potential subcon- 
tractors or suppliers through their meetings and small firms, in turn, were 
pleased to have new sales opportunities revealed to them. 

Although selling to the Government and subcontract opportunities were high- 
lighted at the meetings, other Government programs for assisting small firms 
also were stressed. For example, the SBA’s programs of financial, production, 
management, and products assistance were explained to each conference, as 
well as programs of other agencies. 

These meetings were held in the following cities: Joplin, Mo.; Houston, Tex. ; 
Charleston, W. Va.; Pittsburgh, Pa.; Atlanta, Ga.; Providence, R. I.; Fresno, 
Calif.; Denver, Colo; Richmond, Va.; Jacksonville, Fla.; Akron, Ohio; San 
Diego, Calif. ; Topeka, Kans. ; and Erie, Pa. 

It is estimated that 34,000 businessmen have attended these business oppor- 
tunity meetings since they were begun in fiscal year 1957. 

A schedule of approximately 25 small business opportunity meetings to be 
held throughout the Nation is currently being projected for the calendar year 
1958. 


J. United States Government Purchasing Directory 


Of special importance to small business firms is the United States Govern- 
ment Purchasing Directory, published by this agency and distributed through 
the Superintendent of Documents, United States Government Printing Office. 
This directory has been revised and brought up to date, as has the United States 
Government Specifications Directory, similarly published and distributed, and 
both will be issued as one publication entitled “United States Government Pur- 
chasing and Specifications Directory.” This new directory, when printed, will 
also be distributed through the Superintendent of Documents, United States 
Government Printing Office. 

The United States Government Purchasing Directory tells who buys what and 
where in the Federal Government by a listing of the items and classes of items 
purchased by the military and civilian agencies. of the Government, plus a com- 
plementary listing of the offices which do the buying. The directory also pro- 
vides small business firms with information on-selling to the Government and 
obtaining subcontracts. It is especially useful to small business firms in learn- 
ing which offices buy items they can furnish so they may seek placement on the 
proper bidders lists. 

It is the policy of SBA to make information on Government procurement 
easily available directly to potential bidders and to disseminate such information 
as widely as possible. Copies of the new directory will be available to all SBA 
field offices, military small-business specialists, and contracting officials of the 
Federal civilian agencies for their use in counseling small business firms, as was 
the prior directory. 


K. Research and development contracts 


Available statistics indicate that in fiscal year 1957, small business firms re- 
ceived only 4.3 percent of the value of military research and development con- 
tracts. This low percentage of small business awards indicates that the: sci- 
entific knowledge and enginering capacity of small firms are not being utilized 
to the fullest desirable extent by the Government. 

In research and development procurements, Federal agencies seek participa- 
tion by the best qualified firms, educational institutions, nonprofit organiza- 
tions, or individuals in order to receive the finest products or studies. This 
policy places a premium on experience and on superiority of facilities. 
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The SBA field offices counsel and guide small firms and individuals interested 
in research and development work, and direct them to the appropriate procure- 
ment officials. The offices also develop additional small business sources for 
research and development projects when notified by the agency’s representatives 
at procurement centers that greater small business competition is needed. 

The percentage of research and development contracts awarded to small busi- 
ness firms possibly could be increased by use of the joint set-aside program. 
Accordingly, the agency has instructed its representatives at procurement centers 
to initiate joint. set-asides on research and development projects when two or 
more small business firms have qualified as prospective contractors. This action 
will give Government procurement officials every opportunity to cooperate in 
increasing the share of research and development contracts being awarded to 
small business concerns. To illustrate effective use of the joint set-aside pro- 
gram in this area, of all research and development procurements screened at the 
Quartermaster Research and Engineering Command at Natick, Mass., during 
the 6-month period ending December 1957, almost 50 percent of the dollar value 
was set aside for small business. 


L. Qualified products lists 

The Government buys most items on the basis of standard specifications which 
describe minimum quality or grade, size, and weight, and other characteristics. 
Certain items purchased by the Government, however, must pass special quali- 
fication tests before the procurement is completed. Items which pass the tests 
are listed in one of the qualified products lists which are used in Government 
purchasing. 

To increase the participation by small business in procurements of qualified 
products by Government agencies, the SBA issued Management. Aid No, 42— 
Getting Your Product on a Qualified Products List. This aid is available 
through all SBA field offices and explains the reasons for qualified products lists 
and the procedures by which manufacturers can qualify their products. 

Small firms interested in selling to the Government a product which must 
be qualified before a contract can be entered into with the Government, should 
start early on the qualification procedure. The tests are too complex to be 
accomplished between issuing of invitations for bids and making of awards. 

All SBA field offices have been supplied up-to-date information to pass on to 
small firms needing assistance. In each field-office library are the following: 

Index of Federal Specifications and Standards issued by GSA’s Federal 
Supply Service, which includes a list of Federal qualified products. 

Index to qualified products lists issued by the Department of the Navy 
(NavSandaA Publication 71). It includes the Department of Defense quali- 
fied products which are not listed in the references above. 


M. Progress payments 

The first progress report of the Cabinet Committee on Small Business recom- 
mended that the President direct departments and agencies engaged in extensive 
procurement to adopt procedures designed to (1) insure that a need by:a bidder 
for progress payments or advance payments will not be treated as a handicap in 
awarding a contract, and (2) accelerate the making of progress payments to 
small ‘suppliers when requested. 

On November 16, 1956, the Secretary of Defense issued Department of Defense 
Directive No. 7800.4 which deals with the subject of defense contract financing 
policy—small ‘business concerns. The stated purposes of the directive are to 
insure that a need for: progress or advance payments by contractors will not be 
treated ‘as a handicap in awarding contracts, and to facilitate and speed up the 
making of progress payments requested by small suppliers under Government 
contracts. The directive also emphasizes the desirability of providing proper 
contract financing assistance to small business concerns by the military. 

Similarly, the Administrator of the General Servicés Administration issued 
Personal Property Management Regulation No. 33 on December 31, 1956. This 
regulation, directed to heads of all Federal agencies, prescribes basic policies 
and procedures governing executive agencies in providing contracting financing 
in the form. of progress payments. . The regulation applies only to fixed-price 
eontracts for supplies and nonpersonal services other than contracts for con- 
struction, or the’engineering and architectural contracts pertinent to construc- 
tion. The regulation states further that to the maximum practicable extent the 
need for progress payments will not be treated as a handicap in awarding con- 
tracts to concerns qualified as responsible suppliers. Prospective contractors 
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deemed reliable, competent, and otherwise responsible will not be regarded as 
any less responsible because of the need for progress payments.’ The regula- 
tion requires executive agencies to take whatever action is necessary to facili- 
tate and speed up payments on contracts when due. 


N. Review of Government procurement policies and procedures 


A recommendation of the President’s Cabinet Committee on Small Business 
established a task force under the general supervision of the General Services © 
Administration, to review procurement policies and procedures in order to 
increase small-business participation in work on Government contracts. The SBA 
has provided technical assistance and has participated in the work of this 
committee. Among the committee’s goals are to eliminate needless incon- 
sistencies in the procurement procedures:of various departments and agencies,; 
to simplify the procedures; and to remove from them. inequities which hinder 
small business concerns in their efforts to sell to the Governnient. 

The SBA has referred to the task force typical problems experienced by small 
firms in selling to the Government, and has recommended possible solutions. 
The agency has assigned a staff member to the task force on a full-time basis, 
and has had other of its officials serve as chairmen or members of various task- 
force study groups. 

Among the most pressing small-business problems submitted to the task force 
by the. Small Business Administration were cases of hardship arising from 
slow payments and taking of unearned discounts by the Government, a need 
for speedup in handling of receiving and inspection reports by purchasing agen- 
cies, and a need for better procedures in Government financing of ‘contracts 
through progress and advance payments. 

As a result of the task-force studies, uniform criteria and procedures for 
progress and advance payments have been developed. Special invoice certifica- 
tion requirements have been eliminated. All Government agencies have been 
notified to issue instructions directing the discontinuance of the improper prac- 
tice of taking unearned discounts. 

Further, the Comptroller General has granted broad authority to contracting 
agencies to work out businesslike billing and payment procedures similar to com- 
mercial practices. The Comptroller General also has issued a decision which 
provides that on freight charges of under $25, receipted freight bills need not be 
attached to the invoice submitted for payment. 


O. Prime contract authority 

The Small Business Administration is empowered to enter into contracts with 
any department or agency of the United States Government to furnish supplies 
and services and to arrange for the performance of such contracts through sub- 
contracting to small-business concerns or others, as may be necessary. 

The Small Business Administration believes that its authority to take prime 
contracts in order to extend subcontracting should be continued on a standby 
basis for use in an extraordinary emergency. 


P. Examples of procurement assistance 
Typical examples of procurement assistance are given in exhibit F. 


IV, OTHER PRODUCTION, PRODUCTS, AND MANAGERIAL ASSISTANCE ACTIVITIES 


The following discussion pertains to addtional facets of the SBA procurement 
and technical assistance program, All are directed toward helping small firms 
to overcome the problems of keeping abreast of production and marketing tech- 
niques. Coupled with procurement assistance, these activities provide to indi- 
vidual small concerns a means whereby they can (1) gain access to production, 
research, and development information, (2) obtain current technical data on 
new or improved products and marketing, and (3) improve their manangenient 
practices. 
A. Assistance to labor surplus areas 

SBA assistance to areas of labor surplus and to underdeveloped areas stresses 
the “building from within” approach; providing counsel and aid to individual 
small business concerns and directing attention to existing small businesses. 
This activity serves to augment the area development program of the Department 
of Commerce, which attempts to bring new industries into such areas. SBA 
production and industrial specialists call on small business concerns in such areas 
to explore the possibility of increasing production to absorb some of the available - 
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surplus labor. Evaluation conferences are held with the managements of the 
existing small business concerns, as well as with community leaders concerned 
with the problems. The possibilities of stabilizing and expanding present local 
employment, by increasing production and expanding the market for present 
products as well as by the introduction of additional or new products and by 
Government prime or subcontracts, are explored. 

In response to official requests, staff and field members of the Small Business 
Administration organization have made a number of industrial potential surveys 
in areas of labor surplus. In a recent survey of this type the SBA and a State 
Resources and Development Commission collaborated to explore the possibility 
of closer cooperation and use of State resources, including advisory services from 
the State engineering college and of retired industry people who could help man- 
agement of small concerns at local levels. This type of arrangement permits the 


‘SBA to increase the intensity of coverage of assistance to small business con- 
cerns in given areas. 


oe Rural development program 


The Administrator is a member of the Committee for Rural Development Pro- 
gram of the United States Department of Agriculture, and SBA representatives 
are active participants in interdepartmental rural development program com- 
mittee meetings. In this connection, the agency has made major contributions 
to local rural development committees in organization, planning and program im- 
plementation. 

The agency participated in the major regional conferences for rural develop- 
ment such as that held in Lexington, Ky., in May 1957, as well as at subsequent 
meetings in Athens, Ga.; Fort Smith, Ark.; Shreveport, La.; and Asheville, 
N. C. 

The field office staffs of SBA have participated in the State and county com- 
mittee meetings, as well as participating in the program at local levels, especially 
in pilot county areas. Stress has been placed upon assisting small business or- 
ganizations, on their technical and financial problems, to increase the off-the- 
farm employment opportunities for farm family members in such areas. 

Typical of the assistance given was a survey by agency production specialists 
of a feed mill in a small southwestern community. It was determined that 
the management had the know-how and. prospective business for a plant twice 
the capacity of the existing facility. The SBA participated in a loan to the mill 
and the resultant business brought about an increase in employment to a total 
of 20 personnel from the original plant employment of only 8. 

Some of the services rendered by SBA in the advancement of local develop- 
ment programs, fostering small-business growth and contributing to the increase 
of “off-farm” employment are’: 

1. Counsels with small-business concerns on their financial problems, including 
those located in rural areas and in areas where a declining agriculture has had 
adverse effects on local economy. 

2. Assists small businesses in obtaining credit from private lending sources. 

8. When credit is not available on reasonable terms, SBA extends needed fi- 
nancing to qualified small firms, on. medium or long-term basis, to purchase 
materials and equipment; to expand and modernize operations for construction or 
for working capital. 

4. Extends credit to local development groups or cooperatives to cover a por- 
tion of the costs of constructing buildings for industry. 

5.. Publishes booklets and business aids designed to assist owners and man- 
agers in operating their businesses more efficiently. 

6. Assists in: obtaining Government contracts for businesses as an aid to in- 
creased production. 

7. Arranges courses, through colleges and universities which are available to 
owners of small business concerns providing instruction in business management. 

8. Provides counsel to small business concerns and individuals in locating or 
marketing a new line or type of product, which may include locating someone to 
make and put it on the market. 

9. Provides counsel to small firms having problems of a technical nature, such 
as production or processing, materials handling, plant layout and related prob- 
lems, also availability of materials and production equipment. 


C. Products-assistance program 


The Small Business Administration’s products-assistance program is designed 
to assist small concerns gain access to results of research and development infor- 
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mation on new products and processes available from Government and industry 
sources. 

Expenditures by both Government and industry on research. and development 
have increased steadily over the years. ,As. a résult, data and technological 
information of essential value to small concerns have accumulated. Much of. 
this information, particularly that which has been developed in Government 
laboratories and installations is nonconfidential in nature and is available to 
interested small-business owners and operators. However, it is not glways 
readily accessible, particularly to small-business owners who either do not have 
the time or do not know where to obtain the information required in solving a 
specific problem. Similarly small companies frequently need guidance in obtain- 
ing technical information, data, and services from commercial. or educational 
sources. The SBA products-assistance program bridges these gaps by providing 
assistance in gaining access to the required information and in its technical 
application. 

Numerous small-business facilities are seeking improvement. and diversification 
of products as well as processes. Due to changes in production, marketing, and 
distribution, many facilities both large and small find that presently owned 
patents and inventions are no longer needed. Individual inventors obtain patents 
on new products and processes. As a means of providing the small-business 
concern help in finding additional sources of information .on products and processes 
needed to maintain or diversify their operations, the products-assistance pro- 
gram provides a clearinghouse feature in publicizing the availability of Gov- 
ernment, as well as privately owned patents. 

The products-assistance program has these two primary objectives : 

1. To provide information and aid to small concerns, on request, in gaining 
access to data on research and on product, process, and market development 
needed in solving day-to-day operating problems and in planning new product, 
production, and marketing programs. 

2. To provide small firms a clearinghouse for information on available patented 
products and processes which may be of interest to them in their present oper- 
ations or to diversify and expand operations. 

To carry out these objectives, the SBA does not maintain facilities for scien- 
tific research and development, nor does it perform marketing-research services. 
If the information and data needed are available from cooperating sources, the 
agency does provide recommended solutions or data which can be evaluated 
for use in solving a technical problem. In general, a problem when presented 
to the agency, is submitted to the most expert counsel in industry, Government, 
research organizations, trade associations, and. educational institutions. Their 
recommended solutions are compiled and consolidated into a basic-report, by the 
SBA for the inquirer, giving full credit to the sources from which derived. 

In conducting the services covering the second objective, the SBA prepares 
and issues the Products List Circular, a monthly publication which provides 
small-business firms with information on products and processes which may open 
up new fields of endeavor for them. Each monthly issue contains a brief digest 
of about 110 patented machines, devices, or processes which are available for 
use through purchase, licensing, or other commercial arrangements. The Gov- 
ernment-owned patents, however, are limited to licensing for use only on a non- 
exclusive, royalty free basis. 

During 1957, 8,492 firms requested and were furnished information on various 
phases of product, process, and market development. Since the service was 
established in July 1954, approximately 22,124 firms have been assisted. 

Approximately 8,000 small concerns have now asked to receive the Products 
List Circular on a continuing basis. During the past year, 3,357 inquiries were 
received from small firms requesting information on the 1,399 patented products 
and processes listed in the circular which they were interested in producing or 
marketing. 

Examples of products assistance to small-business firms are given in exhibit G. 


D. Materials and equipment assistance 


During the last year there has been a substantial improvement in the supply of 
basic materials and production equipment to meet the needs of small business. 
Since November 1957 even supplies of nickel anodes for electroplating have ap- 
parently been sufficient to meet the full production requirements of small firms. 
At present there is an excess of the supply of materials and equipment, but if 
the Department of Defense requirements should increase, even moderately, small 
firms will again experience shortages in varying degrees. Historically, such 
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shortages have adversely affected the competitive position of small business, and 
this agency has found it necessary ‘to take vigorous action to help the small- 
business community. 

Small firms have frequently complained about the high cost of production 
equipment. As a result, the agency has been asked frequently to locate com- 
mercial sources of used equipment or surplus Government-owned equipinent. 

The Office of Defense Mobilization regularly asks the Small Business Admin- 
istration to review each request of the Department of Defense for approval to 
lease Goveriment-owned machine tools for nondefense purposes. The purpose 
of the agency’s review is to see that such leases do not adversely affect the 
competitive position of small business. 

At the request of the Office of Defetise Mobilization the agency actively par- 
ticipated on the Interagency Task Group on Uniform Leasing Practices which 
developed uniform leasing rates, and established standards for the various con- 
tract provisions applicable to such leases under Defense Mobilization Order 
VII. 

An indication of the diversification of SBA activities with respect to materials 
and equipment assistance is the number and type of meetings and conferences 
in which the agency has participated. The agency has taken part with repre- 
sentatives of other agencies to discuss tools and dies, aluminium, Venetian blinds, 
steel products, machine tools, nickel, copper, gypsum, cement, glass, paper, in- 
dustrial diamonds, selenium, titanium, electronic equipment, construction ma- 
ehinery, argon gas, and other products and materials. 

The Small .Business Administration acts as spokesman for small business 
before, and consults with, other Government agencies which are considering the 
adoption or revision of materials and equipment policies, programs, or regula- 
tions affecting small business. 

Through its field offices; the agency provides small firms with information on 
the Government’s materials and equipment regulations. 

The Small Business Administration implemented its assignment under De- 
fense Mobilization Order I-24 by developing, in cooperation with the Department 
of Commerce, a procedure for referring to that Department cases where small 
firms experienced hardships in seeking materials and equipment. The Depart- 
ment agreed (1) to recommend to the.SBA alternate sources of supply for those 
small firms which were dealing entirely with civilian work, ard (2) to issue 
priorities or directives to those small firms engaged in defense production to in- 
sure completion of their defense orders on time. The procedure enables the 
Small Business Administration to make recommendations in the interest of the 
small business community. 


BE. Tax amortization program 


- The accelerated tax amortization program was established by the Govern- 
ment as an incentive, in the form of tax relief, for concerns to expand defense 
production facilities, and the Small Business Administration continues to per- 
form two principal functions in this rapidly declining program. 

At the request of the Office of Defense Mobilization and the delegate agencies, 
the Small Business Administration field offices obtain additional information 
about small-business applications for tax amortization certificates which lack 
essential data. In other cases, the agency is asked by small firms to check on 
the status of their applications and advise them of adverse developments or 
other circumstances. Both functions became relatively inactive during the latter 
part of 1957, as a result of: the restrictions imposed by Public Law 85-165 

A procedure developed with the Department of Commerce assures full econ- 
sideration of small-business applications referred by the Office of Defense Mobili- 
zation to the Department of Commerce for review. Before recommending dis- 
approval of any small-business application, the Department asks the Small 
Business Administration for comment or additional documentation in support of 
the application. 

During the year 1957, the number of open expansion goals was reduced from 
16 to 4. Two of the remaining goals present theoretical possibilities for the 
qualification of small business. They are goal No. 206, for research and devel- 
opment laboratories for constructing special military equipment, and goal No. 
224, covering production facilities for military and atomic energy procurement. 

Public Law 85-165. greatly reduced the authority of the Office of Defense 
Mobilization to issue certificates for rapid. tax amortization of emergency facili- 
ties, and no new certificates were approved in the period since its adoption in 
August 1957, through the balance of that year. At present, action is being 
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withheld on all pending applications, large and small, until an amendment, is 
released to ODM Regulation 1 defining the criteria to be used in considering the 
applications. From a practical standpoint, it appears unlikely that small firms 
will be able to qualify for certificates under goal No. 224 because Public Law 
85-165 states that to qualify, a facility must be used “to produce new or special- 
ized defense items or components of new or specialized defense items during 
the emergency period.” 


F. Production pools 


The SBA gives advice and assistance in the formation of small business pro- 
duction pools, and formally approves their proposed operations in accordance 
with section 217 of the Small Business Act of 1953, as amended. This approval 
is subject to the concurrence of the Attorney General and the Chairman of the 
Federal Trade Commission. 

Production pools consist primarily of groups of small concerns voluntarily 
associated together to obtain and perform jointly contracts for the production of 
articles, equipment, supplies, and materials, or for the furnishing of services, 
needed for the defense effort. The firms have a mutual agreement as to their 
organization, relationship and procedure. 

While the formation of production pools has met with indifferent success, mild 
interest in their formation continues as evidenced by the fact that during 1957, 
the operational plan of one small group (Caledonia. County Production Pool 
Associates) was submitted and approved by the SBA. However, experience has 
indicated that pools are less likely to be successful’ during a period of partial 
mobilization than in a period of actual war, and.our records of the 5 presently 
approved pools show that only 1 considers itself active and is seeking and ob- 
taining defense prime contracts and subcontracts. The others are not actively. 
seeking contracts but are maintaining their organizations on a standby: basis 
for possible reactivation at some later date. 

Following are the names and addresses..of the presently approved production 
pools, with number of companies and employees comprising each : 


Name and address | Number of | Number of 
| companies employees 


— ————-_—— - . —s — } os 


Allied Construction Contractors, Joliet, Tl]... __- a4 5 | 107 
— Specialties Co., Philade Iphis by Pau. aes 37 

Caledonia County P roduction Pool Associates, St. -Jotinsbury, Vt d 20 
General Tire Production Pool; Inc., Akron, Ohio-._- rn Q 111 





Through the fourth quarter 1957, Allied Specialties Co. had successfully 
obtained and performed 281 defense prime contracts, totaling $1,008,472, and 
2 subcontracts valued at $65,967. During the past year, General Tire Production 
Pool, Inc., was awarded 2 prime contracts, totaling $95,000, and 2 subcontracts 
totaling $20,000. 


G. Production assistance ' 


SBA, through its production specialists in the agency’s field offices, makes a 
continuous effort to help small firms in production matters, simultaneously 
avoiding direct competition with engineers and consultants who make their serv- 
ices commercially available. Specific problems frequently arise in instances where 
a small company is making items for the Government indirectly related to its 
normal civilian business. Advice can also be given on problems of plant location 
and plant layout. In some instances, the Agency may recommend several pro- 
fessional consultants who specialize in management and production ‘problems. 

Examples of assistance given by the agency’s field offices are indicated in 
exhibit H. 


H. Management counseling 


A large proportion of small business: operators who have particular problems, 
want assistance on a personal basis, and on shart notice. At the same time, 
many do not know where to turn for the help they need. These two preblems 
are intensified by the fact that, broadly speaking, the cost of expensive outside 
counsel is prohibitive for many of these small firms. The question, therefore, 
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is how can practical, individual help be provided where it is needed and wanted 
at modest or no cost. 

The management counseling program, carried on by SBA through both its 
Washington and field offices, is designed to provide one answer to this question. 
The service is given free to businessmen who request it. Hundreds of cases 
are received and serviced each month. They come to SBA daily by telephone, 
letter, and personal visit. 

Personal visits are becoming increasingly popular, since many businessmen 
prefer to “talk out” a problem rather than write a letter about it. As a result, 
the owners of small businesses have become better acquainted with the ex- 
perience of the technical members of our staff. In many cases, some research 
is done to bring together the necessary information or to find out how the 
businessman should proceed to obtain the data he wants. 

Most of this individual counseling is made available through the trained man- 
agement specialists in the SBA field offices throughout the United States. 
Within the limits of time and manpower, these men give as much help as possible 
to all inquirers. Every effort is made to handle cases effectively and rapidly. 
To do so, the field personnal call upon their own training and experience, their 
local contacts with other governmental and private organizations, their knowledge 
of published material, library references, and the staff of the Office of Procure- 
ment and Technical Assistance in SBA’s Washington office. 

In order to be certain that the latest information is constantly available, refer- 
ence libraries have been established in the Washington office and in each of the 
15 regional offices. These libraries, which are open to all businessmen, students 
of small business, and practitioners alike, contain references, textbooks, rosters, 
booklets which have been publicly and privately printed, business magazines 
and business papers. With this constant flow of current information into these 
offices, quick and satisfactory answers are more promptly available to all who 
inquire for assistance. 

The rosters referred to above contain membership rolls of many technical and 
professional organizations. Many of these professional people are qualified to 
help the owners of smaller firms. 

The following paragraphs give some indication as to the reception accorded 
to this counseling service: 

Mr. H. W. S., of Bloomfield, N: J., on November 27, 1957, writes: “I wish to 
take this opportunity of expressing my personal thanks for your letter of 
November 22. Your assistance in steering us in the right direction has given 
us the confidence we needed.” 

Mr. D. B.. H., of Spartanburg, S. C., writes: “Thank you very much for 
your letter of. January 16 and the enclosures it brought. along for me which 
will be of assistance in my. presentation on competition to be given before the 
group in Charlotte, N..C.” 


I. Management publications 


Every owner of a small business is daily faced with decisions which have to 
be made right if the concern is to continue to operate. Experience and training 
provide answers to only some of these problems. On others, many managers need 
additional facts. 

Since the bulk of small business management problems have been successfully 
solved by some, one task of the SBA is to identify key problems and disseminate 
to those who need it information leading to solutions. The agency’s management 
publications are prepared with this purpose in mind. 

Care is: taken to select subjects of current interest to small-business owners. 
Authors are selected from among business managers, professional men, trade 
association executives, Government specialists, and others who are acknowledged 
authorities on the subjects covered. The resulting publications are then placed 
in the field offices of the Small Business Administration, where.they are available 
upon request. 

The following remarks, typical of many others, reflect the views of readers 
and users of the agency’s small-business management publications: 

A small producer in Utah writes: “We have been receiving SBA’s Management 
Aids for the past year.. They are the best source of, helpful information we have 
been able to find. As you no doubt know, there are numerous sources of informa- 
tion available to the large manufacturer. * * * But the small manufacturer who 
must double up in the use of his personnel * * * cannot find the kind of counsel 
he needs in the material that is being written for the larger producers. Your 
publications, on the other hand, are written with. the small manufacturer’s 
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problem in mind. In several cases we have adopted entire leaflets issued by 
your agency as our standard procedure. * * *” 

A trade association in Oklahoma writes: “We have started distribution of 
your material to our members and plan to mail them one of your pamphlets 
every week. We are sure that each member will and something to.benefit his 
business among the variety of titles. * * *” ; 

An Illinois trade association writes: “Your office is to be congratulated on 
Ratio Analysis for Small Business, the latest in the Small Business Management 
series. May we have permission to reprint Chapter 5: Ratio Analysis in Ac- 
tion * * *? We would like to * * * urge the members to read the entire 
booklet.” 

Five series of publications are currently being issued by the SBA. More than 
200 separate titles have been released with virtually no criticism. The five 
series are: Management Aids for Small Manufacturers; Small Marketers Aids; 
Technical Aids for Small Manufacturers; Aids Annual series; and the Small 
Business Management Series. 

Management aids for small manufacturers.—Some 90 titles of these four-page 
free leaflets have been produced. New subjects include: Job Evaluation in 
Small Industry, Improving Foreman Relation in Small Plants, and Traps To 
Avoid in Small Business Management. Total demand to date for these Manage- 
ment Aids stands at more than 2,300,000 copies. 

Small marketers aids.—Since, under its enabling legislation, the SBA is con- 
cerned with the welfare of small distributors, as well as manufacturers, the series 
of leaflets called Small Marketers Aids is being published. Some 30 titles have 
been issued thus far. New subjects include: Basic Accounting for Small Part- 
nerships, Profitable Buying for, Small Retailers, and Are You Kidding Yourself 
About Your Profits? Distribution thus far amounts to approximately 770,000 
eopies. 

Technical aids for small manufacturers.—Technological changes affect many 
production aspects of even the smailest' manufacturing plant or shop. These 
changes involve production processes, machinery and equipment, materials, and 
maintenance. Technical Aids leaflets are issued to supply new or needed infor- 
mation on manufacturing problems created in this manner. 

Some 58 Technical Aids have been published. Recent releases include:. Rust 
Preventive Coatings—Petroleum-Base, Should Your Plant Lease Production 
Equipment? and Uses of Ceramic-Coated. Metals in Small Plants. . Requested 
distribution to date stands at more than 790,000 copies. 

Aids annual series.—These volumes make back numbers of the aids available 
in permanent, bound form.. Each winter the annual production of aids’ released 
2 years before is. revised and reissued as a book. Copies are sold through the 
Superintendent of Documents.’ To date, 4 volumes have appeared at prices 
ranging from 45 cents to $1.. Aggregate sales to date total approximately 
60,000. copies. 

Small-business management series —When a needed management subject cannot 
be covered adequately in an aid leaflet, a contract is made with a leading authority 
to prepare a manuscript. When completed, it is printed by the Government 
Printing Office and sold at a nominal price. Considerable research goes into 
the preparation of such manuscripts. 

Widespread acceptance of these booklets and the subjects covered is indicated 
by total sales of 20, titles which have now reached more than 560,000 copies: 

The most recent volume is Ratio.Analysis for Smal] Business. » As number 
20 in the series, it was released in July 1957. In the intervening period, it had 
better sales than any previous issue in a comparable time—more than 26,000 
copies were sold. Commenting on this booklet in a review, Robert Morris Asso- 
ciates, the national association of .bank loan officers and credit men said: ‘This 
is a noteworthy addition to the literature of the field * * * Mr. Sanzo’s treat- 
ment is particularly concise and objective,.and it is written for the businessman 
in layman’s language.” ' 

The titles of management aids, technical aids, small marketers aids, and 
small-business management series publications issued to date are shown in 
exhibit I. Also included.in a ranking of the small-business management seriés 
by sales, and a chart showing distribution and sale of SBA’ publications: 


J. Management education 


Education is basic to the progress of this country thus far, as well as to 
future progress. Management training presented by experienced educators in- 
established educational institutions is bringing the owners and managers of small 
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firms up‘to date on:current policies and practices, and opening their thinking 
to new and improved ideas. Year after year, statistics compiled by Dun & Brad- 
street, Inc., show that 9 times out of 10 ‘business failures are due to poor 
management. 

The small-business management development program of the SBA is an 
educational program cosponsored by the SBA and local educational institutions 
to assist owners and managers of small businesses to strengthen their positions as 
managers. It is a program designed for owners and managers, rather than 
employees of small firms, and it is concerned with administrative management, 
rather than day-to-day operational subjects, Since two experimental courses 
were offered on a pilot basis in .the spring of 1954, the program has been proven 
sound and is being éxtended rapidly by administrators and educators of Ameri- 
ean schools of business, university extension divisions, evening colleges and 
distributive educators. In the school year 1955-56 it was expected that 20 
courses would be cosponsored. ‘Instead, the number reached 53. And so the 
program has grown. 

Through December 31, 1957, more than 300 courses have been conducted by 
114 educational institutions. More than 10,000 businessmen have successfully 
met requirements for certificates of completion awarded by the educational 
institutions. Of this total of 300 courses, 121 courses were held during calendar 
year 1957, conducted by 71 institutions. These 121 courses were attended by 
approximately 4,000 businessmen. 

The businessmen students pay tuition which covers the cost of the course. The 
educational institution assumes full educational and financial responsibility for 
all the courses, and the Small Business Administration aids as cosponsor— 
often with Several local organizations, such as the clearinghouse association, 
chamber Of commerce, or junior 'chamber. of commerce, local and State manu- 
facturers’, retailers’, or wholesalers’ associations, and individual trade groups. 
Typically, a course is offered.in the evening, 1 night a week for 8 to 10 weeks, 
totaling 16 to 30 hours. Preferably, classes are small, averaging from 15 to 30 
enrollees per class. ‘ 

Names and locations of educational institutions which have conducted courses 
are shown in exhibit J. 

That the businessmen themselves like the program is indicated by the analysis 
which was made of the unsigned evaluations submitted to educational institu- 
tions by those who have completed the courses ;-86 out of every 100 businessmen 
taking the courses rate them excellent to good; another 14:rate them satis- 
factory; only one-half of 1 percent consider them poor. 

In response to the question, “How relevant to your interests were the problenis 
. discussed?” only 5 out of each 100 stated that the. problems were mostly irrele- 
vant. -The other 95 rated the problems discussed.from “vital to,our.operations” 
to “important.” 

Hight out. of ten of the speakers fulfilled their assignments well, according to 
the businessmen-students. -Out of 100.students, 98 believe the course should be 
offered again and would recommend it to friends and associates. 

Following are typical comments received in reference to the courses: 

“To me the course was very beneficial on, every subject covered: It re- 
assured me of the corréct procedures we :were taking in our business and, also, 
pointed out some incorrect things. we were overlooking, which we intend to 
correct. The course was well worth the time.” 

“The financing knowledge picked up helped me secure financing that I couldn’t 
have gotten otherwise. This is worth more to me ‘than the cost of the entire 
course.” 

“It has been a real privilege for me to participate in the Small Business 
Management Institute * * *.. The * * * faculty should be commended for a very 
practical ee in preparing the program. Personally, I:have been able to 
apply much of what I have reached in my own business. I would recommend 
the program highly to owners, managers, and people in supervisory positions in 
all types of business.” 


V. SBA LIAISON OFFICERS WITH THE DEPARTMENT OF DEFENSE AND FEDERAL CIVILIAN 
AGENCIES 
A: Department of Defense 
A SBA representative is assigned to the Department of Defense to help 
achieve greater coordination of the two agencies’ small-business programs. The 
SBA representative participates in conferences and in the. preparation of direc- 
tives relating to small-business policies of the Defense Department and the three 
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military services. Defense officials have given this liaison officer excellent co- 
operation and his participation at the Defense Department’s policy level has’ 
resulted in a number of changes beneficial to small business. This SBA repre- 
sentative participates with the policy level officials of the Department of Defense 
by reviewing proposed policies, instructions, procedures, and implementations 
that affect small business and makes recOmmendations with respect to such 
proposals. , 

B. Civilian agencies 

A liaison coordinator is assigned also to civilian departments and agencies 
having small-busihess procurement authorities and’ programs. This representa- 
tive participates jn conferences and consults.with’ key officials of civilian Gov- 
ernment agencies with respect to small business participation in proposed pro- 
curements of these agencies. Civilian agencies have given this SBA representa- 
tive excellent cooperation. 

C. Office of Defense Mobilization 

The SBA has been cooperating on a continuous basis with: the Office of 
Defense Mobilization in the devlapment and operation of a damage assessment 
program. The method in deyelopment allows a reasonable determination ,of 
enemy capability for destruction, comparison of methods for reducing casualties 
and property damage, and estimating damage rapidly after, an actual attack. 

While the SBA representative is primarily concerned with small business 
as an important part of the: mobilization base, he also supplies technical assist- 
ance to regular ODM personnel: “SBA field offices supply data with regard 
to specific small-business firms from the facilities inventory on a regular basis. 
Geographic location, in atcordahce with an Army: grid system, is determined by 
each of the SBA field offices. : 

The SBA is serving on.a Defense.Mobilization Board Committee studying a 
proposed community, industrial mobilization plan under which alternate’ pro- 
duction sources would be established throughout the United States in’smaller 
communities: The SBA is-also represented on other ODM tommittees including 
those concerned with planning, and programing for Operation Alért. “The SBA 
always has a representative on a continuous basis at'the ODM relocation site 
during Operation Alert, both for routine operations and gaming! and for briefing 
yovernment officials as.to the status.of small business. j 














TECHNICAL AND: DISTRIBUTION RESEARCH FOR THE BENEFIT OF 


SMALL BUSINESS 


VI. CONFERENCES. ON 





The SBA has been directed by President Eisenhower to render all possible ‘as- 
sistance for extending knowledge and beneficial use of technical and distribution 
research for small business. This includes assistance with national and regional 
conferences on technical and distribution research for the benefit of small’ 
business. 

The first of such conferences called by the President on September 23-25, 
1957, did much to clarify the problems in this area of operation., It brought to- 
gether individuals from many walks of business life to make their contributions, 
and generally called to the attention of,all-small business firms the’ value which 
research holds for them. 

One of the recommendations growing out of that conference was that the 
Departinent of Commerce and the Small Business. Administration, utilizing their 
field facilities, should cooperate fully with the chambers of commerce, trade as, 
sociations, development organizations, universities, State and local governments, 
and other appropriate groups in the organization and conduct of similar con- 
ferences at the regional, State, or local level. 

On November 8, 1957, instructions were sent jointly to the field offices of the 
two Federal agencies. By the end of the calendar year, dates had been set’for 
conferences in St. Louis, and tentative dates-for Cincinnati, Oklahoma at Okla- 
hema City, and Oregon at Corvallis. Others are in the planning stage. 

Another recommendation as a result of the President’s Conference in Sep- 
tember 1957, was that the Federal Government should convene a meeting of rep- 
resentatives of colleges, universities and research bureaus to discuss.ways of 
increasing and improving the services which educational institutions provide 
for small businesses in the fields of technical and distribution research and: in 
business management generally. 
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The SBA is working closely with over 100 educational institutions in its ad- 
ministrative mandgement course program. It is making arrangements for rep- 
resentatives of the Department of Commerce and the Small Business Admin- 

istration to discuss with representatives of collegiate schools of business. such 
topics as an increased distribution and management research program, manage- 
ment training and counseling for owners of smaller firms, and job opportunities 
in small business for college graduates. 

Later it is hoped to arrange similar series of meetings with officials of engi- 
neering colleges where technical research will be emphasized. 

It was recommended that the Federal Government should consider calling a 
second national conference for the benefit of small business to be organized and 
conducted at a suitable time in the same manner as the conferences in Septem- 
ber 1957. Special emphasis should be given in such a conference to the manage- 
ment problems of small business, including, but not confined to, the problems 
of technical and distribution research. 

A second national conference is anticipated. No date or theme has yet been 
set, primarily because the regional and State conference program has not yet 
been completed. 


Exnursit A 


Procurement and technical assistance activities (for calendar year 1957 and for 
the period Aug. 1, 1958, through Dec. 25, 1957, unless otherwise indicated ) 


| 


| Calendar Aug. 1, 1953- 


















year 1957 Dec. 25, 1957 
Procurements set-aside for small business.--.. -.-.....--....---.-.--------- 12, 866 29, 275 
NE ed cal ell asi etaeniieni + | $777, 631, 385 | $2, 235, 699, 214 
Prime contract referrals ...-..-.-.-...-------------- =H . ne 1 38, 595 409, 553 
Calls to develop subcontract opportunities__._._.-- dies eriniee ; be dekace 3, 926 14, 833 
Subcontract opportunities referred . “i 4, 978 31, 805 
Cases of procurement assistance counseling and representation to © procure- 
ment ees in behalf of small firms_...........-.- 23, 583 | 295, 781 
Firms helped to bid on specifie procurements. --...- 8, 184 | 24, 941 
Contacts td develop additional sources of supply for bidders lists on which 
small business competition was needed - __.-..-- nine $e Pda 10, 676 2 26, 533 
Certificates of competency: 
Applications received -_......-.--- E yeaa st 244 769 
Value _ _- = i lacs ia chee ab tip Mitel Acleihiacatn edhe — $43, 014, 000 $138, 790, 000 
Number of COC’s issued_------- S taae anre see : 103 357 
Value | $12, 754, 000 | $43, 456, 000 
Plants visited in connection with progress of certified contracts... 731 | 3, 832 
Engineering surveys (loans, certificates, preaward, etc.).....----- ; 4, 421 | 9, 139 
Cases in which chean and management assistance, including materials | 
and equipment assistance, was given. -. ----- peaaorkgeire 1 4,009 30, 377 
Requests for products assistance handled - Din Shs Jtatite dodaedunselsnes 8, 492 | 2 22, 124 
Inventions listed in products list circular - - 1, 399 32,721 
Requests received for information and data on inventions listed in the cir- 
Sts 8 Sa om aa as : ini baneaae 3, 357 46, 803 
Administrative management courses: 
66a nn ee diet nebdnpomds sheonnes tants asihan . 121 5 309 
Participating educational institutions..-.............-.....-.- 71 5114 
i ne oahu pakeeuanaasVhies oy inteens Pines 4, 051 5 10, 097 
Publications distributed: 
i ... kcesndaridntiphbbns saawpeehipap Acne Sniatnesase 435, 480 2, 301, 255 
Technical aids---_-.-----.-- a 205, 500 793, 475 
Small marketers. aids. ._._...........-..--------.---- suetHn be 403, 175 769, 400 
Small business management series: 
a ie Te i aes iintiiss ibe te Beak We ag 97, 485 524, 697 
Free distribution... __- Seen ne atu tciahin odessa 3, 969 38, 677 
Management Aids Annual No. 1—sales__......-.-------------.-- 4, 985 23, 966 
Management Aids Annual No. 2—sales_._.........-....--..---- 839 | 19, 071 
Management Aids Annual No. 3—sales___......------- rey ; 4% > 818 7, 818 
Technical Aids Annual] No, 1—sales_--.-..-......--.-.---.---- 3 2, 431 6, 846 


! Higher priority programs have caused a decrease in the staff time available for this activity. 
2 Covers period beginning July 1, 1954. 

3 Covers period beginning Mar. 1, 1955. 

4 Covers period beginning Dec. 1, 1955. 

5 Covers period beginning October 1954 except for 2 pilot courses held in spring of 1954, 
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EXuHIsyr B 


Joint set-asides—Comparison of calendar years 1956 and 1957 


| 
Calendar year 1956 | Calendar yedr 1957 


Number | Amount Number Amount 


yoo chacaines games ? ecdenseeece 9,023 | $733, 659, 718 13, 260 | $897, 360, 929 
Agreed to ; 8,693 | 650, 139, 014 12, 866 777, 631, 385 





EXHIBIT C 


Report of Small Business Administration joint set-aside’ program cumulative 
from Aug. 1, 1958, through Dec. 25, 1957 


Set-asides initiated Set-asides agreed to 


| | 
| Procurements screened 
| 
Number | Amount | Number Amount Number | Amount 


atin mene 


Army $4, 500, 293, 945 | $1, 147,670,882 | 11,013 | $1, 013, 196, 212 
Navy! , 11, 208, 269,'292 | f 884, 888, 50 11, 109 799, 486, 061 
Air Force___- 5 it 20, 115, 895,069 | 3,95: 530, 758, 150 3, 666 346, 940, 664 
Civilian agencies._______| : 277, 180, 321 | 5 82, 091, 479 8, 487 76, 076, 277 
| 36, 101, , 638, 627 | 530 | 2, 645, 409, 019° | ~ 29, 275 2, 235, 699, 214 


! 


1 Includes Military Petroleum Supply Agency. 
ExuHIsitT D 


Certificates of competency origin and disposition of applications, Aug. 1, 1958, 
through Dec. 31, 1957 


Applications Certificates 
received issued 





769 


Chemical Corps 
Corps of Engineers 
Ordnance Corps 
uartermaster Corps 
ransportation Corps. ..-- i 6 eden 
A Ra Nitin citi aks. lcthhantilintaniaih 
Headquarters, Fifth Army 
U. 8. Military Academy 


Naval Supply Depot 
Bureau of Aeronautics , 
BS ERLE RICE LER LE LEELA TIES peel Sia 
Electronics Supply Office 
General Stores Supply Office __.............-...-...-.-.-.-. kien ae} 
Navy Purchasing Offices. _................-- 

Bureau of Ordnance - 

Bureau of Ships Li 

Ships Parts Cantsel Center. 

Marine Corps 


worm cco 





Air Force 
Joint agencies. ........... desk tad sts nite leet letinte seams ciated aac inde aa | 
Military Medical Supply Agency 
Military Clothing and Textile Supply Agency | 
Military Petroleum Supply Agency: ............-.--.--.---------------- 


General Services Administration 
Treasury Department, Bureau of Engraving - 





93527—58—pt. 2——-8 





644 CREDIT NEEDS OF SMALL BUSINESS 


Exutsit E 
EXAMPLES OF SPECIFICATIONS ASSISTANCE 


The Small Business Administration was informed that a small business manu- 
facturer had been unable to obtain Government contracts because the depart- 
mental specification in'use described.a proprietary product» The SBA obtained 
_ copies of the IFB’s, specifications, bid prices, and related data, and determined 
that the complainant was an established small manufacturer whose bid on Gov- 
ernment purchases was often low, but. whose commercial product did not meet 
the requirements of the departmental specification being used. The specifica- 
tion being used was’ found to describe the product of a competitor. 

The SBA communicated: with the contracting officers in an endeavor to get 
them to broaden the specification, which they refused to do. SBA then appealed 
to the Department of Defense to prepare a military specification on the product. 
The DOD accepted SBA’s recommendation and assigned the preparation of a 
specification to the activity which had made most of the procurements. However, 
that activity insisted on retaining the proprietary requirements of the depart- 
mental specification currently in use. 

The SBA. took a very active part at meetings with repersentatives of the 
activity assigned the preparation.of the specification, the DOD, and the principal 
manufacturérs of the product, in seeking the promulgation of a specification that 
would permit interested small firms to qualify for Government purchases of the 
product. Such a specification was finally issued. Without the constant efforts of 
the SBA, the specification, would not have been prepared. 

A small manufacturer appealed to SBA for assistance in seeking revision of 
a Federal specification to permit the qualification of their product. SBA de- 
termined that the firm’sS product was on the list of approved manufacturers certi- 
fied by a Government regulatory agency to produce products meeting certain 
safety requirements... SBA then asked the agency which wrote the original speci- 
fication to broaden the specification to permit the firm’s product to qualify. 
This was done, resulting in another small company being able to bid on procure- 
ments heretofore'available only to large companies. 

It was found that small firms could not compete with large corporations for 
the sale of plastic assault boats, since the specification provided for a molded 
hull requiring the use of expensive dies and equipment. SBA was successful 
in having the specification changed to allow the use of a more modern method of 
production. The new procedure is economical and less costly to the Government. 
As a result of this, a small firm received a contract for over $1 million. 


ExuHIBIT F 
EXAMPLES OF PROCUREMENT ASSISTANCE 


The following cases and comments from proprietors of small firms illustrate 
the variety of assistance provided through the agency’s programs: 

The SBA.representative at a large purchasing office ‘worked with procurement 
officials in trying to reduce the number of sole source procurements. While 
screening such a procurement, he noted that although there was only one known 
source (large business), and no. military specifications or drawings, the item 
could be made by small business. Further investigation disclosed that it was 
not proprietary, and that the sole source firm’s drawings were on file at the 
installation. Since the Government had the rights to these drawings, he requested 
a 100-percent set-aside for small business, which was granted. To insure ade- 
quate small business participation, the SBA and the procurement officials, acting 
separately, then furnished drawings of the item to over 200 small-business 
firms to learn if they were interested in the bidding. This action resulted in 
23 bids by small firms and an award to a small firm at a unit price of only 
about one-fourth that: previously charged by the sole-source producer. 

After receiving assistance from an SBA field office, the proprietor of a firm 
recently wrote:.“In our first year, we had a total volume of business of $29,000. 
During our fiscal year 1957, our volume will reach $250,000. We were referred 
to our first four customers through your office, and they are still with us. The 
amount of work from each has shown an increase each year. Other ways SBA 
has helped are as follows: Help in preparing Government bids; getting placed on 
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bidders’ lists; suggestions and advice for development: and marketing a new 
product; other helpful hints we have picked up from time to time by visiting 
your office. Without SBA assistance we would have closed our doors in our first 
year of operation.” i 
The staff of one of our field offices learned from' past procurement data that 
requirements and specifications for generator sets needed clarification to enable 
small firms to submit bids. Bringing this to the attention, of proper procurement 
officials, they were successful in obtaining simplification: of specifications. _ They 
then used the services of other SBA field offices to learn of all possible competent 
small business producers of the various sizes and types of generators who 


wished to bid on Government contracts. Becausé of these actions, they have , 


secured joint set-asides on generator procurements which have resulted in awards 
to eight small business firms totaling approximately $20 million. Before this 
action, small firms had little chance of bidding equitably on generator procure- 
ments. This illustrates the coordination of. three programs of assistance—speci- 
fications, developing potential sources, and joint set-asides—in helping small 
firms sell to the Government. 

A small forging operation, was completely shut down owing to defense contract 
cutbacks. When the proprietor requested assistanee from the SBA field office 
in his area, he was referred to a company which wis seeking a forging source 
and is now operating at full capacity. 

A small concern wrote to the Administrator of the SBA as follows: “I re- 
cently had an occasion to attempt’ to be considered for some Government con- 
tracts. I underwent considerable difficulty in contacting the proper persons 
regarding submission of bids on the equipment involved. At this point I con- 
tacted * * * your [field]. office. Their reply -was prompt, informative, and 
served to give me all the assistance I néeded in getting access to. the bids being 
requested by the Government in our area * * *,.” 

A small manufacturer requested help from the SBA field office in getting an 
office accessory in the GSA catalog and on the qualified products list. The 
office’s procurement center representative contacted the proper officials and 
made provisions for sample acceptance by GSA. After a lapse of time, followup 
was made to get the samples scheduled. This product is now on the Govern- 
ment schedule of qualified products, is available as a scheduled item, and the 
small manufacturer is pleased with the assistance given him. 

The proprietor of a machine shop visited the SBA office to learn if there 
Were any bid opportunities available in his field. Two current procurements 
suitable to his facilities were shown to him and arrangements made for him 
to obtain bidding forms. When he received the forms, a staff member explained 
certain of the phrases and clauses to him since his understanding of the English 
language was limited. The proprietor visited the office later with the informa- 
tion that he had been awarded both contracts due to the detailed assistance 
given him. 

A small firm, which had successfully performed Air Force contracts for canni- 
balizing B-36 bombers, expanded its facilities so as to handle an increased 
amount of such work, which it understood would be forthcoming. In the mean- 
time, however, Air Force officials decided that the Air Force would cannibalize 
the bombers rather than contracting for the work. When the firm brought its 
complaint to the SBA, it in turn notified SBA in Washington, who requested a 
review of the proposed action by Air Force Headquarters.: As the result, the 
decision was made that cannibalizing of B-36 bombers should be performed. by 
private contractors. 

The SBA field office was requested by a manufacturer of woven fiber hampers 
to find small-business sources of supply for wood dowels needed in its product. 
The firm has been unable to find sources of supply to replace one who had dis- 
continued business and was itself about to cease operations because of this. 
The SBA office, through its own efforts and those of other SBA field offices, 
was able to supply the names of 16 small companies who wished to bid on the 
wood-dowel requirements. 

A small Illinois firm through the SBA’s procurement assistance programs 
secured a contract amounting to $1,800,000. Since the firm was located in a 
surplus labor area, the community was most appreciative of the SBA’s efforts. 

A 1-man. tool and die shop received a $10,000 Government prime contract 
through contacts made at the Small Business Opportunity Meeting. The busi- 
nessman states that he believes opportunity meetings are exactly what. the 
small shop owner needs in order to learn of bidding opportunities in a minimum 
of time. 
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The SBA field office received the following letter from an official of a small 
firm: “I should like to * * * thank the Small Business Administration * * * 
for the direct assistance and counsel you have so willingly given * * *. You 
have saved ‘us many hours by directing us to the right agencies and persons to 
See in a necessarily complex network of. Federal Government buying. Small 
concerns like out own cannot afford a staff to delve into and learn the intrica- 
cies of these matters. Therefore, if it were not for your assistance, it is obvious 
that much of the work for the Government that is now going to small concerns 
’ would not be going to them.” 

_ Upon learning that a small firm in Puerto Rico was delinquent on two con- 
tracts for the Philadelphia Quartermaster Depot, the SBA had its Puerto Rico 
office contact the firm. Thé SBA there learned that deliveries had been delayed 
due to circumstances beyond the control of the firm, and that it was desperately 
attempting to meet its delivery schedule. The SBA passed this information on 
to the contracting officer and asked that the delivery time be extended without 
penalty. The contracting officer agreed, and the firm since has made deliveries 
within the required time. Prompt action by the SBA thus prevented possible 
termination action or penalty to the ‘firm because of delinquent delivery. 

An example of assistance to small business is illustrated by the action of an 
SBA representative and procurement officials at the Navy General Stores 
Supply Office. When large requirements for paint arose due to the closing of 
naval: paint factories, the SBA representative and Navy procurement officials 
studied the paint industry to find the best-means of purchasing the large require- 
ments without disrupting the entire industry. Their solution included setting 
aside for small business, paint procurements estimated at.over $1,200,000. / 

A small shop with formerly only 1 employee is now operating 4 screw machines 
at’ full capacity due to referrals of prime contract and subcontract opportunities 
to it by.the SBA field office. 

ahs) ExHIBIT G 


‘EXAMPLES OF Propucts ASSISTANCE 


Inquiry: “At the present time we process and distribute three whip-topping 
products to’ which only sugar’and vanilla are added with vegetable fat mix. 
_ In addition to our ‘whip business, we job a line of fountain syrups and sundae 

toppings. , All are sold wholesale for use.at soda fountains, restaurants, hotels, 
ete. Our present operation does not enable us to operate profitably and we are 
seeking products which. we may add to our present line. Any assistance which 
‘ you can give us in finding a product that we-can process and distribute, and 
‘which -will. adapt itself te our present operation, will be greatly appreciated.” 

‘Action taken: After a thorough analysis was made of this small firm’s opera- 
tion, the problem was submitted in-detail to five of the larger processors of food 
and dairy products in the country. The research facilities of these large con- 
éerns had developed technical. information ‘and data .on.this subject which was 
made available to the small concern. How to put this information to effective 
use was outlined by the SBA staff specialist. The latest information discloses 
that of .the 8 products. recommended, 2 were selected; and that this small 
business is now beginning to show ‘a profit. 

A small. firm’ specializing in commercial pigments appealed to its local SBA 
field office for assistance in obtaining information on commercial processes for 
producing piginents. Since the information was not available in the field office, 
the request was forwarded to the SBA in Washington. A search throughout 
Government agencies for a solution to the problem was made with the result 
that literally volumes containing the desired information were found and the 
information. forwarded to the small concern, which now is producing three of the 
pigments. .This information, developed by Government in cooperation with 
industrial laboratories, had always been available, but more or less inaccessible 
to the small concern. 

A small firm engaged in the development and production of toys developed 
an educational aviation toy which met. with excellent consumer reaction. This 
Sniall firm, having developed this toy, was unable to expand its production facil- 
ities to meet the anticipated demand for this item, and requested SBA’s assist- 
ance in locating a small firm. which might be interested in manufacturing this 
product.on a royalty basis: The availability of this product was made known, 
through the field offices, to small manufacturing concerns which might be in- 
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terested and capable of manufacturing the item. No less than 15 indicated an 
interest. With the assistance of the staff specialists in the SBA fleld office, a 
small firm in that area, which had recently completed a Government contract 
and was seeking additional work, successfully closed a contract for the pro- 
duction, of this toy. f 

Recently an inquiry was received concerning the availability, on a commercial 
basis,.of a patent issued on an invention published in abstract form as an item 
in the Products List Circular. The inquiry was from a small firm which had 
specialized in defense work and was urgently seeking diversification to a civilian | 
product market. This situation. was due to cutback in requirements for the 
defense item. The individual owning the patent which was issued for a wire 
working tool, and the inquiring concern, negotiated a mutually satisfactory 
agreement for commercial production and distribution of the newly, patented 
invention. 

Exuisir H 


EXAMPLES OF PRODUCTION ASSISTANCE 


A-small company which had obtained a $100,000 loan from SBA was processing 
Government prime and subcontra¢ts with the loan proceeds. .They encountered 
considerable difficulty obtaining materials and parts, which slowed' down their 
operation and at one time completely shut it down. SBA assisted the company 
in obtaining the materials and parts so that it could continue in operation, al- 
though serious financial losses. resulted from the delay. In order to make up 
these losses, it became necessary for the contractor to almost double the pro- 
duction rate at which the plant had once operated. SBA provided counsel and 
guidance and was given full credit by the company for the enormous increase 
in. production. 

An operator of a small drayage firm visited an SBA field office to discuss the 
possibilities of improving operations. After reviewing the company’s operations, 
SBA made suggestions which were put into effect at once. Within 3 months 
the plant reported that both volume of business and .profits were much better, 
and the possibility of failure was no longer present. 

A group of professional men entered a mining venture in 4 southeastern State: 
and invested some $40,000 in development and pilot production. Since they 
were tining a strategic type mineral, the agency was able to guide them for 
certain types of aid to the Defense Mineral Exploration Administration. Sug- 
gestions were made as to the manner in which the group could inctease produc- 
tion of processing material with accompanying reduction in,cost. Recommenda- 
tions were also made as to transportation means and methods of obtaining addi- 
tional financing. 

A western producer of charcoal had been experimenting with the briquetting 
of powdered charcoal. His efforts had resulted in complete failure and a visit 
to the agency resulted in a suggestion that a new special binder be tried. We 
were informed that pilot runs had been made by the manufacturer with con- 
siderable success. 

Exuisit I 


MANAGEMENT PUBLICATIONS 
MANAGEMENT AIDS ISSUED 


. How Small Plants Can Sell to the Federal Gevernnient. 
Adequate Production Control. 

Reducing Accident Costs in Small Industrial Plants. 
Business Insurance—I. 

Reducing Accident Costs Through Safe Working Conditions. 
. Is Your Labor Turnover Cost Too High? 

. Reducing Accident Costs by Use of Safety Committees. 

. Incentive Techniques in Small Business. 

. How the Small Plant Can Analyze Old and New Markets. 
. Saving Manpower in Industry. 

. Minimizing Cost of Breaking in New Personnel. 

. Reducing Accident Costs Through Reports and Records. 
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13. 
14. 
15. 
16., 
17. 


18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 


28. 
29, 
30. 

“31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
40. 
41. 
42. 
43. 
44. 
45. 
46. 


47. 


48. 
. Know Your Patenting Procedures. 

. How. Manufacturers Agents Help Small Business. 

. How to Reduce Your Operating Costs. 

. Loan.Sources in the Federal Government. 

. Small Business Profits from Unpatentable Ideas. 

. Psychological Testing for Small Business. 

. How to Set Up Sales Territories. 

. Streamlining Office Systems in Small Business. 

. Wage Incentives in Small Business. 

. How, Independent Laboratories Help Small Business. 
59. 
. How Field Warehousing Concérns Help Small Business. 
. How Good Records Aid Income Tax Reporting. 

. How to Price a New Product. 

. How Food Brokers Help Small Manufacturers. 

. Appeal Procedures for Incomé Tax Cases. 

5. How the Securities Act of 1933 Affects Small Business. 

. How Industrial Distributors Help Small Manufacturers. 
. Developing Sound Production Standards. 

. Using Your Banker’s Advisory Services. 

. Redesigning Products for Better Marketability. 

. Record Retention in Small Business. 

. Office Mechanization for Small Business. 

. Broadening Your Manufacturing Operations. 

. Making a Market Survey. 

. Planning Your Working Capital Requirements. 

. Protecting Your Records Against Disaster. 
. Surveying and Controlling Executive Time. 
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Small Plant Health and Medical Programs. 

Subcontracting for Small Plants. i 

Business Insurance—II. 

Methods Engineering for the Small Plant. 

How Walsh-Healey Public Contracts Act Affects Government Supply Con- 
’ tractors. 

Changes in Organization Responsibilities as a Plant Grows. 

Two Dozen Ideas for Effective Administration. 

Reducing Accident Costs Through Safe Work Methods. 

Business Insurance—III. 

Developing Foremen in Smaller Plants. 

Budgeting in the Small Plant. ° 

Improving Shipping Room Operations in Small Plants. 

Improving Maintenance Operations in Small Plants. 

How Management Consultants Help Small Manufacturers. 

Reducing Accident Cdésts Through: Selling Safety to’ Supervisors and 

Workers. i 

Business Insurance—IV. 

Analyzing Your Government Contract. 

Employee Selection and Placerient Methods for Small Plants. 

Packaging Pointers for Government Contractors. 

How Trade Associations Help Small Manufacturers. 

Borrowing Money From "Your Bank:. 

Depreciation, Deterioration, and Obsolescence. 


‘Materials Control for Small Plants.’ 


Sound Pricing Policy in Bidding on Government Contracts. 

Figuring and Using Break-Even Points. 

How Advertising Agencies Serve Small Business. 

How to Choose Your Banker Wisely. 

Pitfalls in Estimating Your Manufacturing Costs. 

How the, United States Employment Service Helps Small Business. 
Getting Your Product on a Qualified Products List. 

Appraise Your Competitive Position to Improve Company Planning. 
How to Build Your Sales' Volume. 


‘Judging Your Purchasing Efficiency. 


How To Analyze Your Own Business. 
How Federal Mediation and, Conciliation Service Helps Small Business. 
Sales Forecasting for Small Business. 


How Marketing Research Helps Small Manufacturers. 
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. Executive Incentives in Small Business. 

. How the Post Office Helps Small Business. 

. Effective Control for Better Management. 

. Choosing the Legal Structure for Your Firm. 


$1. Utilizing Older Workers in Industry. 


. Reducing the Risks in Product Development. 

. More for Your Storeroom Dollar. 

.. Key Factors in Starting a New Plant. 

. Analyzing Your Cost of Marketing. 

. Making Your Sales Meeting Profitable. 

. Traps to Avoid in Small Business Management. 
. Improving Foreman Relations in Small Plants. 
. Job Evaluation in Small Industry. 


TECHNICAL AIDS ISSUED 


. Proper Alinement of Machine Tools. 

. Sharpening of Drills, Lathe Tools, and Milling Cutters. 
. Care and Maintenance of Belt, Chain, and Gear Drives. 
. Sharpening Certain Metal Cutting Tools Used in Machine Shops. 
. Precision Measurement of Workpieces. 

. Selecting the Right Tool Steel. 

. Machining Aluminum—I. 

. Metallizing. 

. Machining Plastics—I. 

. Machining. Aluminum—II. 

. Machining Plastics—I1. 


2. Machining, Repairing, and Heat Treating Cast Iron Workpieces. 


. Cutting Oils and Coolants. 

. Corrosion in Machine Shops—Causes and Prevention. 
. Machining Brass and Bronze Workpieces. 

. Machining Magnesium Alloy Workpieces. 

. Taps and Dies. 

. Surface Cleaning Techniques. 

. Care and Maintenance of Grinding Wheels. 
. Maintenance of Power Hand Tools. 

. Surface Finishing Techniques—I. 

. Surface Finishing Techniques—II. 

. Titanium. 

. Surface Finishing Techniques—III. 

. Lengthening Tool Life. 

. How To Select the Right Grinding Wheel. 


27. Gaging Tolerances in Machine Shops. 


. Economics in Lubrication. 

. Inventions: Government-Owned: Government Licensed and Registered for 
License or Sale. 

. Fire Prevention in Small Business. 

. Radioisotopes and Small Business. 

. Essentials of Good Plant Lubrication. 

. Gas Welding of Cast Iron. 

. Handling, Storing, and Dispensing of Lubricants. 

. Care of Hydraulic Systems. 

. Economical Chip Breakers of Machining Steel. 

. Use of Templates and Scale Models, 

. Preventive Maintenance in the Small Plant. 

. Reinforced Plastics. 

. Reducing Costs With Jigs, Fixtures, and Gages. 

. How Good Plant Housekeeping Will Increase Production. 
. Principles of Plant Layout for Small Plants. 

. Plastics-—-Opportunities for Small Business. 


4. Recent Developments in the Ferrous Foundry Industry. 


. Cash Values in Industrial Scrap. : 

. Modern Welding Methods. 

. Metal Powder Uses in the Small Plant. 

. The Use of Plastics for Tools, Dies, Jigs, and Fixtures. 
. Control of Expendable Tools—I. 

. Reduce Waste—Increase Profit. 
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. Control bf Expendable Tools—II. 

.. Small Business and the Industrial Applicants of Atomic Energy. 
. Increased Profits from Industrial Air Conditioning. 

. Surface Hardening Practices. 

. Increase Production with Ceramic Cutting Tools. 

. Uses of Ceramic Coated Metals in the Small Plant. 

. Should Your Plant Lease Production Equipment? 

. Rust Preventive Coatings—Petroleum Base. 

. Fire Fighting Equipment for Small Plants. 


SMALL MARKETERS AIDS ISSUED 


. Records Management in Smaller Stores. 

. Effective Advertising for Small Retailers. 

. Attracting Customers to Your Small Store. 

. Employee Relations for Small Retailers. 

. Basic Stock Control for Small Stores. 

. Building Sound Credit Policies for Small Stores. 

. Why Small Business Owners Need Sound Wills. 

. Providing Management Replacements in Small Business. 
. Competitive Tactics for Small Wholesalers. 

. Diversification for Small Markéters. 

. Sales Training for Small Wholesalers. 

. Turning Customer Complaints Into Profits. 

. Sizing Up Small Business Locations. 

. How Distributive Education Helps Small Business. 
. Appraising the Market for the Services You Offer. 

. Improving Personal Selling in Small Business. 

. How the Department of Justice Helps Small Business. 
. Front Office Courtesy Pays. 

. Fundamental Records for Small Marketers. 

. Buying a Going Concern. 

. Pricing & Profits in Small Stores. 

. Term Loans in Small Business Financing. 

. Individuality in Retail Advertising. 

. Small Business and the Federal Trade Commission. 
. Are You Kidding Yourself About Your Profits. 

. Stock Management in Small Stores. 

. Public Relations for Small Business Owners. 

. Profitable Buying for Small Retailers. 

. Basic Accounting for Small Partnerships. 


SMALL BUSINESS MANAGEMENT SERIES ISSUED 


. An Employee Suggestion System for the Small Plant. 
. One Hundred and Fifty Questions for a Prospective Manufacturer. 
. Human Relations in Small Industry. 
. Improving Materials Handling in Small Plants. 
. Public Accounting Services for Small Manufacturers. 
. Cutting Office Costs.in Small Plants. 
. Better Communications in Small Business. 
. Making Your Sales Figures Talk. 
. Cost Accounting for Small Manufacturers. 
. Design.Is Your Business. 
. Sales Training for the Smaller Manufacturer. 
. Executive Development in Small Business. 
. The Small Manufacturer and His Specialized Staff. 
. The Foreman in Small Industry. 
5. A Handbook of Small Business Finance. 
. Health Maintenance for Greater Efficiency. 
. New Product Introduction for Small Business Owners. 
. Profitable Advertising for Small Industrial Goods Producers. 
. Technology and Your New Products. 
. Ratio Analysis for Small Business. 
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SMALL BUSINESS MANAGEMENT SERIES IN ACTIVE PREPARATION 


Profitable Small Plant Layout. 


— 
Noa Koonre 


29 <3 83 moo 


Small-business management series listed in order of sales 





Sales to 
Date published Dec, 31, 


Cost Accounting for Small Manufacturers 

Cutting Office Costs in Small Plants 

A Handbook of Small Business Finance 

Human Relations in Small Industry 

Sales Training for the Small Manufacturer---..........-- April 1954_____.. Sacked 

Public Accounting Services for Small Manufacturers September 1953 

Executive Development in Small Business. 

Making Your Sales Figures Talk February 1954 

Improving Materials Handling in Small Plants July 1953 

Ratio Analysis for Small Business July 1, 1957 

An oe Suggestion System for the Small Plant....| September 1952 

Better Communications in Small Business 22, 818 

150 Questions for a Prospective Manufacturer ‘ J 22, 399 

The Foreman in Small Indust 20, 830 

The Small Manufacturer and do 18, 591 

Design Is Your Business March 1954_ .......- 18, 491 

New Product Introduction for Small Business Owners. -..| December 1955 17, 043 

Technology and Your New Products..-.-.........--.---- November 13, 1956..} 11,146 

— Advertising for Small Industrial Goods -Pro- | September 17, 1956. 8, 874 
ucers. 

Health Maintenance for Greater Efficiency December 1954 
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Educational institutions which have cosponsored administrative management 


California... 2...- 


Colorado 


Connecticut 
Delaware 


District of Columbia. --.. 
Florida 


Indiana 


Iowa 


Maryland 


Massachusetts_.......- 


Michigan 
Minnesota 
Mississippi 
Missouri. _ - 
Nebraska___. 
Nevada... 
New Hampshire 
New Jersey 


New Mexico 
New York 


North Carolina 


Ohio._-- 


Oklahoma 





courses 





Educational institution 


Arizona State College, Tempe 
Harding College, Searcy 
Santa Rose Junior College, Santa Wii Ack a rg eae 


University of California at Los Angeles, Los Angeles, San Diego, ,| 


Van Nuys, and Westwood. 
University of San Francisco, San Francisco 
University of Colorado, Boulder 
University of Denver, Denver 
Regis College, Denver 
University of Bridgeport, Bridgeport 


| University of Connecticut, Hartford and Waterbury 
| University of Delaware, Wilmington__. 2 


Society for Advancement of Management, ° Ww ‘ilmington_ 
American University, Washington, D. C_- 


| Lively Technical School, T'allahassee_ 

| University of Florida, Jacksonville and Tampa. - --- 
| Illinois Institute of Technology, Chicago 

| Loyola University, Chicago 

+ Northwestern University, Chicago 


University of Southern T[llinois, Benton, 
Louis, Highland, and Mount Vernon. 


Carbondale, 


| Ball State Teachers College, Muncie 


Butler University, Indianapolis-- 


| Drake University, Des Moines--- 


St. Ambrose College, Dayenport 


| University of Wichita, Wichita- 
| University of Baltimore, Baltimore 
University of Maryland, College Park, Frederick, and Baltimore-. 


American International College, Springfield 
Boston University, Boston 

Clark University, Worcester _ 

Springfield C ollege, Springfield- 

University of Michigan, Grand R: apids.. 

Wayne University, Detroit ___ 

University of Minnesota, Minneapolis 
Moorehead State Teachers College, Moorehead 
University of Mississippi, University 


| University of Kansas, City, Kansas City 


University of Omaha, Omaha 

Las Vegas High School, Las Vegas 

Universit y of New Hampshire, Manchester 
Fairleigh-Dickinson University, Teaneck 

Rutgers University, Newark and New Brunswick 
University of New Mexico, Albuquerque 

Adelphi College, Garden City 

University of Buffalo, Buffalo 

Fordham University, Fordham -. 

Hofstra College, Hempstead 


| New York University, New York 


Russell Sage College, Hudson, Cobleskill, Hoosick Falls 


Syracuse University, Syracuse _-_- 


Asheville City Schools, Asheville 
Carver College, Charlotte 

Charlotte College, Charlotte. _- 
Gastonia Technical School, Gastonia_- 
Hickory High School, Hickory- 
Rockingham High School, Rockingham 
Wake Forest College, Winston-Salem 


| Walter Williams High School, Burlington 


Wilmington College, Wilmington 

Bowling Green State University, Bowling Green 

Ohio State University, Columbus 

University of Toledo, Toledo 

Western Reserve University, Cleveland__- 

Wooster College, Wooster 

Cushing High School, Cushing-..-- 

University of Oklahoma, Ardmore, Blackwe ll, Clinton, Duncan, 
Enid, Guymon, Lawton, Muskogee, Norma, Ponca City, and 
Shawnee. 

Oklahoma City University, Oklahoma City and see Taper 

University of Tulsa, Tulsa . : cd 

Lewis and Clark College, Portland... 

Portland Extension Center, Portland... 

University of Oregon, Portland 

Lehigh University, Bethlehem__ 

Pennsylvania Military College, ‘Chester 

Seranton University, Scranton —* 

Temple University, Philadelphia-.--..._- 


East St. | 
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Educational institutions which have: cosponsored administrative management 
courses—Continued 


Educational institution 


Brown University, Providence 
Edmonds High School; Sumter 
University of South Carolina, Columbia 
University of Tennessee, Knoxville 
Fort Worth Retail Institute, Fort Worth 
Retail Institute of Dallas, Dallas 
Texas Christian University, Fort Worth 
Texas Western College, E] Paso... a a ed ai 
Big Stone Gap High School; Big Stone ene... Sicha caownael 
Btoadway High School, Broadway 
Danville Public Schools, Danv 
George Wythe Junior High School, moves News... 
James Wood High School, Winchester. - 
Mount Vernon High School, Alexandria_ 
Pennington High School, Pennington Leber aweowdaawas sea 
Richmond Publie Schools, Richmond 
| University of Richmond, Richmond 
Robert E. Lee High School, Staunton 
Virginia State College, Petersburg.....__- 
Virginia Union University, Richmond 
Waynesboro High School, Waynesboro. 
College of William and Mary, Norfolk 
Woodrow Wilson a ~! Portsmouth_- 
Woodstock High School, W stock 
Edison Technical School; Seattle 
University of Washington, Seattle 
Washington State College, Spokane 
Yakima ‘Valley. Junior College, Yakima 
Morris Harvey College, Charleston 
University of West Virginia; Clarksburg- -_-. 
Marquette University, Milwaukee 
University of Wiscohsin, Milwaukee 
' Wisconsin State College, Stevens Point 
Wyoming Casper’ Junior College, Casper 
Territor. University of Hawaii, Honolulu 
Puerto Rico Bayamon High School, Bayamon 
Catholic University of Puerto Rico, Ponce 
College of Agriculture and Mechanical Arts, Mayaguez 
Inter-American ‘University, San German 
University of Puerto Rico, Rio Piedras 


Senator Ciark. We have statements from Senators Thye, Morse, 
Javits, and Humphrey which will go into the record. 
(The statements referred to follow :) 


STATEMENT OF Epwarp J. THYE, A UniTep States SENATOR FROM THE STATE OF 
MINNESOTA 


Mr. Chairman and committee members, I regret that longstanding commit- 
ments prevent my appearing in person before you this morning to present my 
views on the urgent need for making the Small Business Administration a 
permanent agency for service to our Nation’s small-business men. As author of 
the original Small Business Act of 1953, I have maintained a keen interest in 
the activities of the agency, and I would like to comment at length on the fine 
record which it has established in its three main categories of service to small- 
business concerns throughout the Nation. I have reference to (1) the financial 
assistance program, which has helped many deserving small firms to remain in 
operation and to expand; (2) the procurement assistance program under which 
SBA works to carry out the intent of Congress that small business receive a 
fair share of Government procurement; and (3) the disaster assistance pro- 
gram under which emergency financial assistance is made available to concerns 
in areas struck by natural disasters such as floods and drought. 

With respect to these three programs, I could list a long record of achievement 
built up by the Small Business Administration since its establishment, but 
rather than to impose upon your committee members’ valuable time, I will 
briefly concentrate on the main point at issue here by emphasizing the reasons 
why I believe the agency should be made permanent. Your interest in the wel- 
fare of our small-business. men convinces you, I am sure, of the need for an 
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agency such as SBA as the only Government agency whose activities are solely 
concerned with serving the needs of small business. 

Three times in the past 4 years, Mr. Chairman, the Senate has taken tempo- 
rary action to extend the life of the Small Business Administration. This does 
not encourage banks to participate in a vast lending program. Local financial 
concerns in communities throughout the Nation cannot be expected to participate 
in making loans with an agency whose continued existence is constantly in doubt. 

You will. recall that because of congressional delay last year, the life of the 
Small Business Administration lapsed for a time after midnight, June 30. I 
would point out that this agency inherited a pool of experienced financial spe- 
cialists from the Reconstruction Finance Corporation and has, from time to time, 
been fortunate in obtaining the services of new financial people. Thé working 
efficiency of the agency is constantly placed in jeopardy, Mr. Chairman, when 
the job security of its competent personnel is periodically subject to doubt. 

One further point, Mr. Chairman’: The Small Business Administration cannot 
be expected to.carry out effective programs of procurement assistance with 
other. Government agencies when those agencies are not dealing with a perma- 
nent agency of Government. 

Finally, I want to express my sincere appreciation to this committee for giv- 
ing its attention to this question. I would hope that this recognition will result 
in your recommending that the SBA be placed on a permanent basis so that it 
can continue to function in the best interests of our Nation’s small-business 
men in the most efficient manner possible: 


STATEMENT OF WAYNE Morse, A UNITED States Senator FRoM THE rare OF 
OREGON 


Mr. Chairman, and members of the subcommittee, I eupioiiehc! this oppor- 
tunity to present my views on the bill, S. 2729, which is: now pending before 
your subcommittee. This bill wouid authorize the Secretary of the Treasury 
to further extend the maturity of or renew certain loans made by the’ Recon- 
struction Finance Corporation for periods up to 15 years, if the — or 
renewal would aid in the orderly liquidation of the loan. 

The loans to which S. 2729 relates are those which were made by the Recon- 
struction Finance Corporation’. under section -4 (a) of the Reconstruction 
Finance Corporation Act of 1947, as amended, and which were transferred to the 
Secretary of the Treasury pursuant to Reorgaization Plan No. 1 of 1957. 
The final maturities of such loans are now limited by section 4 (b) (2) of the 
Reconstruction, Finance Corporation Act.of 1947,,as amended, which provides 
in part as follows: ; 


“No loan, including renewals or extensions thereof, may. be made under sections 
4 (a) (1), (2), and (4) for: a period or. periods exceeding ten years * * * 
Provided further, That any loan made under section 4.(a) (1) for the purpose 
of constructing industrial facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such construc- 
tide. * 2" 

In view of the foregoing provisions, the Secretary of the Treasury today 
lacks authority to extend or renew any of the loans-referred to beyond the ‘10 
years specified in the statute. However, if S. 2729 were enacted as I. propose, 
the Secretary of the Treasury could extend or renew any of the loans for addi- 
tional periods not to exceed 15 years, provided, of course, the extension of 
renewal would aid in the orderly liquidation of the loan. 

The reasons for the enactment of the proposed legislation may be briefly 
stated as follows: 

1. It is unrealistic to require every business enterprise which obtained 2 
loan from the Reconstruction Finance Corporation to repay: its indebtedness 
within 10 years. We all know there’ are many sound businesses which require 
a longer period for loan repaymént, and to exact payments of such borrowers on 
a 10-year basis can only assure the, immediate depletion of their working 
capital. With working capital depleted, these businesses are unable to repair 
and maintain their plants or to undertake capital. improvements necessary to 
maintain a competitive position. Finally, such businesses are without. the 
means to purchase inventories and supplies and to meet: payrolls when they 
come due. 
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2. As; working capital is depleted ‘and liquidation becomes imminent, bor- 
rowers are unable to interest any new investment in their businesses or secure 
private refinancing. 

3. Perhaps the most compelling reason for the passage of S. 2729 lies in the 
fact that the Secretary ‘of the Treasury has taken the position that there is no 
alternative but to institute foreclosure proceedings or other such means of loan 
collection if a loan is not fully repaid within the period now: prescribed by 
Statute (or reasonably soon thereafter) even though the loan could be repaid 
from earnings if additional time were afforded. 

As final’ maturity dates approach, the situations referred to above become 
increasingly evident and more demanding of corrective action. Action should 
therefore be taken now to authorize the Secretary of the Treasury to further 
extend or renew any such loan if the extension or renewal would aid in the 
orderly liquidation of the loan. 

In order that the subcommittee may have the benefit of a specific illustration 
of the type of case for which the relief proposed by S. 2729 is required, I would 
like to quote from a letter I received recently from an Oregon firm engaged in 
the business of producing hardboard and softboard. This firm, the Oregon Fiber 
Products Inc., of Pilot Rock, wrote to me under date of April 7, 1958, and I quote 
from a portion of its letter : 

“Oregon Fiber Products, Inc., borrowed over $3 million from the RFC and still 
owes $2,750,000 which is being repaid at the rate of $45,000 per month with 
certain interim adjustments. 

‘“The Treasury has indicated its. agreement to authority to extend loans up 
to 10 years but this period is not enough to aid Oregon Fiber Products, Inc., as 
our best judgment is the lean should be extended for 15 years, giving a total 
of 20 years from, the present. time and this would place monthly payments at 
about $18,500 per month. , 

“Accordingly we request that you secure the passage of S.. 2729 with authority 
to extend loans for 15 years. If.any change is to be made in the bill, the time for 
extensioh should be increased to 20 years. The reasons for the passage of the 
presetit bill, in addition to what.we have stated above are as follows: 

(1) The bill is permissive not mandatory. If passed, Treasury ‘can refuse 
to extend loans if it so desires or it can extend them for 1 year, 2 years, ete., up 
to 15. If Treasury .believes' extensions should not exceed 10 years, it has au- 
thority. under the bill to limit extensions to 10 years. 

(2) ‘Every effort has been made to accede to the Government’s wishes and 
refinance the Oregoh Fiber Products loan privately but with the high interest 
rates and tightness of money, it has been impossible to do this thus far. It is our 
firm conviction that if Treasury: were to extend the present loan for an addi- 
tional 15 years, thus giving a maturity of: 20 years, it would allow the loan to be 
refinanced privately much more quickly than it will be possible to accomplish 
on.the present terms. 

“(3) With the reduced monthly payments, the company can accumulate a rea- 
sonable cash reserve and strengthen its financial position which in a reasonably 
short time will greatly. assist in refinancing the loan privately. 

“(4) Oregon Fiber Products, Ine., will continue to. make every effort to have 
the loan refinancéd .privately’ and this will aid in the Treasury’s liquidation 
program. 

“(5). This bill. S. 2729 will not only give Treasury authority to reset the Oregon 
Fiber Products loan on a reasonable basis but it will also allow the resetting of 
all other loans. Hence, Treasury can decide the granting of extensions and the 
extent of them on grounds of the best interest of the company involved as well 
as Treasury’s best interests. , 

“(6) An extension. of loans on. a reasonable basis will allow the building up 
of the business on a sounder basis and thus ‘assure a greater stability in em- 
ployment. 

“T might add that: this company not only has a. substantial payroll in a com- 
munity that is dependent, to a considerable extent upon its continued operation, 
but also_has a cénsiderable number of stockholders and debenture holders who 
are Scattered throughout the State of Oregon and principally in the Pendleton 
and Portland areas. Hence, it will be appreciated if you will do what you can 
to have the bill considered and passed with authority for 15 years, or 20 years, 
if possible.” _ 
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The foregoing letter will, I am sure, demonstrate to the members of the sub- 
committee that legislation of the type proposed by S. 2729 is urgently required 
I shall appreciate the subcommittee’s thorough and sympathetic consideration 
of this bill. 


STATEMENT oF Jacos K. Javits, A UNITED STATES SENATOR FROM THE STATE OF 
NEw YORK 


Broad recognition that relemeunt trade has become one of the keystones of 
United States foreign policy reinforces the responsibility of those of us who: most 
strongly advocate its 5-year extension as requested by the President. to provide 
necessary adjustment for small businesses adversely affected by foreign imports. 

Therefore, I urge favorable consideration by the committee of S. 3664 intro- 
duced by myself and Senators Saltonstall, Ives, and Potter. If enacted, it would 
make such businesses.eligible for Small Business Administration loans and allow 
them to pool their productive capacities without being in violation of antitrust 
laws; also, it would amend the Internal Revenue Code to allow more rapid 
amortization on existing machinery and facilities under. certain circumstances. | 

Providing this kind of assistance would virtually eliminate one of the chief 
criticisms leveled at the escape clause affecting reciprocal trade agreements— 
that relief granted to an entire industry very often is of far.more benefit to the 
strong businesses in the field than the weaker.‘concerns which really need it. 
Such legislation would also answer one of the principal arguments put forward 
by the groups which want us to retreat behind high tariff walls notwithstanding 
that at this very critical moment the economic growth and well-being of the 
United States and the free world are dependent upon the continued expansion 
of our record export-import trade. 

United States foreign trade last year, exclusive of military aid, passed the 
$32 billion mark with $1.50 worth of United States goods exported for every $1 
worth of foreign imports. Our overall ratio of 60 percent exports to 40 percent 
imports also applied to the $25 billion in trade we did with the 43 countries with 
which we have trade agreements. In the great-majority of cases, their trade 
balance with the. United States was in sharp contrast to our own. Thirty-five 
of these trade agreement countries take more of our exports than we take of 
their exports while only Brazil, Ceylon, Chile, Ghana, Indonesia, the Federation 
of Malaya, New Zealand, and Rhodesia and Nyasaland sold more to us than we 
bought from them in 1957. 

The United States Commerce Department frequently uses a figure.of 4.5 million 
Americans who work at jobs closely tied°-to our-export trade. Contrasted with 
this is a United States Labor Department survey of 29 cases requesting relief 
under the escape-clause provision and endorsed by the Tariff Commission ‘which 
revealed that less than 120,000’ worked even during peak periods of employment 
in plants producing the commodities concerned. Other experts estimate that 
between 200,000 and 400,000 jobs are adversely affected by foreign imports—still 
not more than 10 percent of the total benefiting from increased. 

Nevertheless, even though the’ broad national interest dictates the long-range 
continuance of reciprocal trade policies, we are still. not justified in ignoring 
the plight of small businesses which, lacking the resources to modernize their 
plants and methods or the capital to cushion a- transition into’ another field, 
may face a bleak future. Faced with similar problems of businesses unable to 
adjust to changing’ economic conditions and markets, the six member nations of 
the European Community for Coal and Steel have alréady embraced a program 
of. readaptation ‘featuring adjustment assistance .which includes retraining 
workers in new skills and, in some cases, investment loans to new industries to 
absorb labor outside the coal and steel fields. 

To the extent that certain. small businesses in the United States are injuriously 
affected by lower tariffs negotiated. under reciprocal trade agreements, my col- 
leagues and I propose 8. 3664 designed to help them recapture their competitive 
position in the open market where possible and when it is not, offering substan- 
tial loan aid to allow them to shift their employees, their plant, and their know- 
how into'a more economically viabie'line, A section-by-section analysis of the bill 
is attached. 
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4 SECTION-BY-SECTION EXPLANATION OF THE TERMS OF 8. 3664 


Section 1: Where a finding is made by the Tariff Commission of a substantial 
injury to an industry under the so-called escape clause of the Trade Agreements 
Act and where a recommendation has been made to the President which the 
President fails to approve, thereupon a small-business concern within that 
industry becomes eligible for loans from the Small Business Administration. 
Such loans are based upon the disaster loan provisions of the present law (which 
are substantially easier to obtain than normal small-business loans. 

Section 2: The bill further contemplates that small businesses which have been 
adversely affected by the foreign trade policies of the United States may pool 
their productive capacities with the consent of the Federal Trade Commission 

and Attorney. General ‘without violating the antitrust laws. This will enable 
thera in some cases to make their own operations more economical and less 
vulnerable to foreign competition. 

» Section 3: The Secretary of Commerce, acting through the Office of Area 
Development, is charged’ with the general coordination of governmental’ assist- 
ance to these businesses which are so affected. 

Section 4: Finally, the bill provides amendments to the Internal. Revenue Code 
of 1954 providing. for a rapid aapepenenes (and therefore a tax abatement) as 
follows: 

_ 1. Where the line of: business, and hence the capital investment of a company 
has been hurt by the United States trade policy described above, and where the 
facilities are not fully. depreciated for tax purposes the bill would ‘permit a stepup 
in the depreciation rate of the existing equipment; the justification being that 
as trade’ policies have adversely affected the company, they have had a serious 
economic effect on the investment of the small business in its capital equipment. 

It is not illogical that this should be reflected in a tax deduction based upon 
the economic lossincurred. | 

2. The bill also provides for rapid amortization of facilities of a small business 
which did not exist at. the-time when:the trade policy first affected it, but was 
acquired subsequently for the purpose of converting ‘the business and. developing 
new and different lines of production or improving old ones in order to cope 
with the adverse'effect of the trade policies. This will, of course, provide an 
incentive for the small business to take account of the changed condition brought 
about by the trade policies df the. United States and develop other fields of 
enterprise. 


STATEMENT OF Husprrt H. Houmpurey, A UNrtTep States SENATOR FROM THE 
STATE OF MINNESOTA 


Mr. Chairman, I wish to express my appreciation to you for being afforded this 
opportunity to testify on my bill, S. 3434, which is among the bills presently being 
considered by this subcommittee in its deliberations on the amendment and exten- 
sion of the Small Business Act. 

S. 34384 would amend the Small Business Act by providing disaster loans to 
small-business*concerns which suffer economic injury due to condemnation pro- 
ceedings under federally aided highway construction programs. 

The State hightway commissioner of the State of Minnesota, L. P. Zimmerman, 
brought to my attention the fact that may small businesses have been forced to 
move due to condemnation proceedings in connection with federally aided highway 
construction programs, and as a result thereof many such businesses have suffered 
severe economic injury. 

In view of the Interstate Highway construction program now under way, this 
is a problem which will be affecting more and more businesses in the years ahead. 
It has been estimated that as many as 50,000 businesses may be forced to move 
from their current sites in the next few years as a result of such construction. 

It is, of course, true that when property is condemned the owner is entitled 
to just compensation. But it is a difficult question as to what “just compensa- 
tion” is in a particular case—especially when it is business property. As pointed 
out in a recent newspaper article on this very subject: 

“Sometimes this can be very tough, indeed, on the person whose property is 
taken, especially if it is a business property. For the courts rarely allow 
appraisers to take into consideration such items as loss of goodwill, costs of 
moving the business to a new location, or loss of profits occasioned by the move 
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or the inability to start over again.” (Condemnation Evolves as Hot Public 
Issue, by Phil Yaeger and John Stark, Washington Star, February 14, 1958.) 

To,the businessman who suffers a severe economic hardship as a result of being 
forced to move, it is just as great a catastrophe as destruction of his property 
due to floods or other natural disasters. 

It seems to me that a businessman who suffers such an economic injury should 
be entitled to receive a disaster loan from the Small Business Administration, 
just as he can under present law if he suffers an economic injury due to natural 
catastrophes. such as floods or droughts. The injury suffered—due to natural 
causes or action of the Federal Government—is in either case beyond the busi- 
nessman’s control. 

It should be emphasized that such disaster loans.as are proposed in S. 3434 
would only be given. when the SBA determined that actual economic injury was 
suffered by a business. My bill does not propose that all businesses forced to 
move under such construction programs automatically qualify for disaster loans. 

In my opinion, it is an obligation of the Federal Government to provide low- 
interest long-term loans to small business concerns which suffer economic injury 
due to the action of the Federal Government itself. 

For these reasons, I respectfully urge that this subcommittee favorably con- 
sider S. 3434: 


Senator Ciark. A number of statements and letters we have re- 
ceived on this legislation will go in. the record, together with any 
others that may be received. 

(The statements and letters referred to follow :) 


STATEMENT OF GEORGE J. BurRGER. VICE PRESIDENT, NATIONAL FEDERATION OF 
; INDEPENDENT BUSINESS 


I am George J. Burger, vice president, National Federation of Independent 
Business, 740. Washington Building, Washington 5, D.C. We are the largest 
business organization in the Nation. Our membership is made up exclusively 
of independent business and professional people. These people who are your 
independent enterprise constituents—they alone set our stand on bills and issues 
by direct, signed votes, through our mandate polls, which they return to their 
respective Members of the House. In that sense, when I speak here; I speak 
only through their collective voice as though they were here before you to 
speak for themselves. 

First, let me make one point clear, and that is we have not polled our mem- 
bers on recent bills introduced to make equity capital and. long-term credit more 
readily available to small business. Whether this will be instituted by the fed- 
eration will depend largely on the overall correspondence we receive from our 
nationwide membership on this new proposal introduced by Members of Con- 
gress. 

We want to be on record in complimenting the committee and its efficient staff 
for the splendid action being taken on the subject matter relating to small- 
business financing. It goes without saying such action is very encouraging to 
small business throughout the Nation. 

We are not unmindful of the thoroughness of the committee and its staff in 
public hearings held during the 1st session of the 85th Congress on the ex- 
panded operation of the Small Business Administration. The House took a 
very forward and constructive step in bringing about the improved, far-reach- 
ing legislation as recently voted by the House. It is our hope that by this 
time the Senate would have followed through with concurrent action. This in 
itself will be another inspiration to small business throughout the Nation. 

Mr. Chairman, last fall, by direction of our head office at Burlingame, Calif., 
I personally visited and conferred with regional directors and top staff mem- 
bers of the Small Business Administration in Chicago, Minneapolis, Seattle, 
branch office at Portland, Oreg., San Francisco, Los Angeles, and after my 
return east, with the regional office in New York City. In each instance the 
regional director was not aware of the firsthand information we desired on the 
operation in the various regions. In each instance the conference lasted Close 
to 2 hours and, to be on the safe side, I made it mandatory that another person 
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accompany me on these visits so there would be no conflict in our findings as to 
the operation in these various regions. 

The information we were after was: 

wane Applications filed in the regional office from its inception to June 30, 
7. 
2. Loans approved in that period. 
. Loans disbursed. 
. Timelag between filing and approval. 
. Timelag between approval and disbursement. 
. Average amount of application. 
. Applications filed for certificates of small business: (a@) Number ap- 
proved; (b) number denied. 
8. Applications filed for certificate of competency: (@) Number approved; 
(0) number denied. 
9. Number of banks participating in the regional area. 
10. Percentage of bank participation loans. 

Mr. Chairman, I have the complete recapitulation of the results of this ex- 
tensive survey, and I-believe it should be made a part of the record of these 
hearings. In each and every instance no attempt was made by the Govern- 
ment official to conceal any of the information requested. 





MD 
mn 
wl 
Z 
nD 
D 
a 
4 
4 
< 
a 
w 
= 
2 


NEEDS 


CREDIT 


—— ————— 
Pee 


SEG SL Sa TS EG RH LE PO AM TF 
a CSN ae 


“UMBIPTIAM CT 51 
UABIPUITA T er 
“UMBIPUIM §& er 


"dol eT30Z0N1 Aq pot}}0s Sesvo OT ‘uBol[dde Aq pesnjal EZ 11 


“*qusoled o¢ | 

*queosled 6g 
*(SBoIB [BINA UT OPCU SUBOT 
JO quoos0d 06) JUsdIed ¢2 0} OL 


*quooled OT 07 6 | 


suRo] uoTyedorqed yueg 





| 


} 


Ze 
6% | 98 
sseursnq 
| [rears 
JO $a}vo 


-I3100 


petusg | peaoiddy 


|pary suor 
| -eoyiddy | 


“pasua[[eyo OU g oy 
*posingsip Ogp ‘poaoidde [gy JuUTA BO] ‘peTsoUBd [ET 4 
*POsINgsTp OOT ¢ 





usAls Soindy ON 
‘suyeyo 
sjuepusdepuy gz 


“suyeyo 
syueq agvatid o¢ 


“--"="§79440 0% ‘SUTBYD g JO F 
“syueq oyeArid Aq 
souveq ‘suyeqo Aq suvoy z | 


¢ pue 


pue 


~----gy Ajeyeuryxoidd y 


“-" (9010 UB} G10 OUIOS) 00Z 


Zurjedpoyjied Joqunn | 


pejueq | poyuvin 











000‘00T$ 04 000'SZ$ ~---sh@p 0€ | 299 6 


“=== ==" =" 900"0L$ TSZ 9 
“$6 99$ 


“000'99$ 


~==""="sqju0m Z 


sqyuoU Z | IIT 


| syjUOUL Z 0} SYOOM 9 
| 
|-- 


“SABP 99 03 OY | 
“uoT} 
| -dnIjsu0d syyUOU ¢ 
~-000‘0e$-03 N00'Sz$ | ‘[eTQ10UTUIOD SyyUOUT F “Syoom F | 
| 
eae | ~"SyyuOUT Z 07 SYoem 9 |- “SHIM Z | 
\_ | | 
| 


| “SAWP 09 04 OF 


suo}}eo1[dde | 
| jo junouIe o3e100-y 


jeaoidde pus | pesinqstp | 
Suy[y weemy =| «=«suBOy | 
-0q BBleuIL,L 


yUsUIEsINgstp 
pus jeaoidde 
u90M40q Felauy TF, 


LI 
[ 
£ 
Ga 
oF iu 





poaoidde 


suBo'y 


| -worddy | 


: “Buypued ; 
“pesings{p [89 PUB SSeTISNG OL 9 
“pesingsp [0L PUB ssoUTSNd f6 ¢ 

*PeSITNIGstP 668 PUB SSeTISN OLE + 
“Buypued T ¢ 

“UMBIPTIM 69 ¢ 

*UAATS [810] ON; 





“AON ‘Aquno0p 

¥ABIO ‘BIUIOJ[VO YNog :sofeszuy so] 
‘easy pues ‘Ayun0D yelD 

qd90x9 BpBAON ‘BIWIONIEO YON ‘oospuvig uBg 
“UO TZUT YS M JO 

971g ‘S8IJUNOD JOATY BIQUINIOD ‘uoZeIQ :puBi0d 
“Sysely 

pue ‘eueju0yy ‘oyepl ‘uoZ0109 ‘UO{ZUTGSE MA :913180g 
“UTSUODS] MA ISOM IIOU: PUB ‘saTJUNOD Og ‘BIORVC 

ynog ‘ejoxVq qWON ‘eOseTUTPY :sTodveuuT 
“ujsuoos| M % 

pues ‘emoy 3% ‘sjourl]] 8 ‘vuelpuy Zuqy19A0_- :osB01GO 


‘euozIIV 


Aaue}0d u100 

Jo e180yT) 

| 100 poy | 

| suoyyeortddy | 
| 


“AON ‘A}UNOD 

YAIRI O ‘BUOZTTY ‘BIUIO}[BO YINOG, :sajesuy SO’T 
‘TeMeH pues ‘AjuNoD yIe[O 1deoxe 

‘SIUIOJII®O WON ‘:oosjouvig “ues 
| “UO ZUTYSE A JO 9787g 

| ‘S8TJUNOD JOATY BIQUIN[OD ‘uoZeIQ :puelyog 
“Bysely pus ‘vuey 

-U0o|. ‘OyBp] ‘UOZeIQ ‘UOWZUTYSe A :9T1780g 
“UJSMOOST 
qSeMYiI0OU puB ‘sa~yUNOD gz ‘BjoYeCT YING 

| ‘Bj0yeq YWON | ‘ejosouuT, ‘sTjodeeuuy WW 
“UISUODST MM % PUB 

| ‘emoy 3 ‘stout [] $¢ ‘uBIpuy ZuTIeAOD :osBdTYO 


| 689 ‘T s 
| OLZ‘T>» | Bpeaen 
| e¢e 


| LPO ‘T 


OIL 


| peTg suor}) 


| 











662 CREDIT NEEDS OF SMALL BUSINESS 


Averages covering SBA loan applications in area covered by 6 regional offices 


SEES Se ne 5,019. 
Total applications approved_____.._--__-._- 2,991 or 59.6 percent. 
Total applications disbursed._....._..._.--_- 2,612 or 52 plus percent. 


Average timelag between filing and approval. 6 weeks. 
_ Average timelag between approval and dis- 


i Eo eeu 2% months. 
Average amount of application_.________- _.. $59,547. 
eo ee eae 4,182. 
Partin Wen oe 5 sn eens 456 or approximately 10 percent. 
Average percentage of bank participation 
I gn ae eine 43 percent. 


New York regional office of SBA answers to questionnaire would increase 
overall percentage of bank participation loans from 43 to 46 percent. Their 
figures would increase overall percentage of banks participating from approxi- 
mately 10 percent: to slightly. over 12 percent. 

The New York figures for timelag between time of filing application and 
approval, and the timelag from time of approval to time of disbursement, agrees 
in substance with the timelags given for the six other regions. Also the differ- 
ence in number of applications approved and number disbursed seems to be 
pretty much in line with figures given for the various areas. 

However, there is. one very interesting difference in the figures and that is 
as it relates to tax number of applications filed for certificates of small business. 
(They have had 10 more than the Chicago area which had the next highest 
figure, so suppose this can be attributed to the locality of the business.) 

The most interesting figure is. the 92 applications filed for certificates” of 
competency. ‘That figure is just 9 short of the total for the other 6 areas ‘com- 
bined, those 6 areas having a combined total of applications filed nuinbering 101. 

Shortly after the Small Business Administration was constituted by the Con- 
gress I. had personal visits with regional directors of SBA in San’ Francisco, 
Los Angeles, and: Kansas City. Although SBA was at that time in the embryo 
stage I must confess it did not look very promising as to its help to small busi- 
ness. Shortly after those visits the entire operation of the Small Business 
Administration was changed for the better, and as I review the present opera- 
tion of SBA it shows considerable advancement and progress—more in keeping 
with the intent of Congress. 

I think it is most necessary for the committee to have this firsthand informa- 
tion because such information coming from small business itself should be the 
determining factor as to whether there is any need for further financial assist- 
ance to small business. 

These nationwide surveys made by us disclose some interesting action taken 
by the various regional offices. For example, in one area personal visits were 
made to all towns in that area, 500 or over in population, to acquaint the banks 
with the operation of the Small Business Administration. They believe such 
action brought greater interest from the banks in the area to SBA. They be- 
lieve the 5-percent interest rate provided in the House bill would be a deterrent. 

We found, in many instances, that regional offices of SBA were plagued with 
inquiries at the time of the announcement of the President’s Conference on Small 
Business and the question was put to them: “Who selected the small business 
from this area?” 

It was reported in many areas that chain banks may look more favorably on 
the operation of SBA if it is made a permanent agency. Then, again, some re- 
gional offices maintained they should have a “closing” attorney which would, in 
a more effective way, speed the closing of loans. Additional help was needed 
in some of the regional offices, and in many instances complaints were made of 
the continual paperwork placed on the regional offices from the head office of 
SBA. 

It was also brought to our attention that additional work is placed on the 
regional offices through loans issued by the Wildlife Service of the Department 
of Interior, and in connection with Reconstruction Finance Corporation loans. 

Criticism, in some areas, was leveled at the big banks for failing to cooperate 
with SBA. 

Mr. Chairman and members of the committee, after my return to Washington 
I kept my ears to the ground to get the reaction from well-informed financial 
people as to what beneficial effects to small business would take place if the 
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action of the House in the 1st session of the 85th Congress was finally adopted. 
The opinion was expressed that if this took place (and we hope it does) it would 
take away the dependency of small banks on the bigger banks. Now, bear in 
mind this was the opinion of well-informed banking officials heretofore with big 
banking institutions. 

Mr. Chairman, we would be derelict in our obligation to small business if 
we closed our eyes to any action by the Congress which would give greater 
financial help to efficient small business, but there is a .wonder in our minds 
as to the origin of this sudden action on the need for equity financing for small 
business. I stand before you today and can tell you without fear of contradic- 
tion that in the Washington office of the federation—where we have received 
hundreds upon hundreds of inquiries as to the procedure on SBA loan applica- 
tions from small business—we have .yet to receive any request for long-term 
equity capital financing, except for what is provided in the present SBA Act. 

We believe, from actual business experience of more than a quarter of a 
century, that where term loans of 5 to 10 years are granted to small business, 
this would serve the purpose. It might be possible for SBA’s loan period to be 
extended to a 20-year period. That’s for the Congress to decide. But there is 
one thing paramount in our minds, and that is if a small-business institution 
could not qualify for a loan under SBA, then we ask the question: “How could 
they qualify for loans under the new proposal?” I think you will agree that 
makes sense. Credit standing of an applicant must be good or bad when it 
comes to loans either through SBA or through any other financial institution, 
private or Government. ' - 

Since congressional action has been instituted on this legislative proposal to 
make equity capital and long-term credit more readily available to small busi- 
ness we have explored every possible source to get factual information from 
competent banking authorities. By that we mean people who ‘grew up,in the 
banking field—from the ground floor up. 

Let me qoute from a communication dated as late.as April 29, 1958, from 
the president of a bank in New York State. He states: 

“First, I would be very much against the creation of another agency. 
Frankly, I think there are too damn many agencies already and they always 
seem to weaken the national effort rather than strengthen a cause. Second, I 
would definitely be interested in the consolidation of the proposed new legis- 
lation in the present SBA association. 

“At times I may be critical of the SBA in not pushing for more loans, but 
I do believe that concentrating all activities and creating one strong Small 
Business Administration will bring the national effort more prominently into 
focus. 

“The most important thing, George, as I see it is to be very certain we do get 
some legislation as it is going to become increasingly difficult for the small- 
business man in America, unless something is done by Mr. United States 
Government. In fact, I think there should be one agency that should be almost 
a little czar.” 

A west coast banker, prominent in his field, advised our head office under 
date of April 28 that between programs by private banks and the Small Busi- 
ness Administration, the shorter term loan problem of small business is pretty 
well in hand and he thinks it necessary to continue the SBA lending program 
as it is now. He believes there is need for small business longer term loans. 
He is of the opinion that whatever is done should be done through the Small 
Business Administration. He further stated that there is uncertainty as to 
whether creation of another agency might, in the long run, undermine the 
Small Business Administration and its vitally needed programs. He doesn’t 
want anything to knock the SBA and its program out of the picture. He makes 
a very important observation that the general feeling is it is sounder to perfect 
an agency that we already have than it is to go off and create a new one. 

Another important observation was made by a bank president—and it is a 
very important one—when he said under date of May 2, “I would consider it 
very advisable to add aggressive and progressive independent businessmen of 
experience to the Loan Policy Board—but only if their advice and suggestions 
were going to be considered. Too often the businessman is a front used by 
government agencies without any real participation in the formation of policies 
and his value in that case is nil.” 

We want to reaffirm that the success or failure of the Small Business Admin- 
istration Act, as it relates to financial aid for small business, will rest largely 
in the hands of the new loan policy board as constituted in the House bill, 
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and we vigorously oppose the amendment offered by Mr. Barnes, SBA Admin- 
istrator, on page 4 of his testimony before the committee on May 23. 

Mr. Chairman ahd members of the committee, in view of this it would be 
our belief that the Senate should complete the work so ably instituted by the 
House in ist session of the 85th Congress, and if we in small business 
find that. this agency of the Government is not serving the best interest of effi- 
cient independent business, we will be the first to be knocking on the door of 
every Member of Congress for the necessary legislation to protect and aid 
efficient small business. 

Mr. Chairman, I have tried to present to you and the members of the com- 
mittee the facts as we evaluate the situation through daily living with small 
business throughout the Nation. 


STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers appreciates this opportunity to 
present its views with respect to’ the proposed legislation concerning the Small 
Business Administration which is before this subcommittee. 

The National Association of Manufacturers is composed of more than 21,000 
member companies primarily engaged in manufacturing. activities. Approxi- 
mately 83 percent of our member firms employ less than 500 persons and there- 
fore may be considered as small business under the commonly accepted defini- 
tion. One-quarter of our members employ 50 or fewer workers, one-fifth 
employ 51 to 100, nearly one-quarter have 101 to 250 employees, and one-seventh 
between 250 and 500 workers. 

Since the legislative proposals under consideration here purport to offer ex- 
tended assistance to small business, we-are deeply concerned with the problems 
involved. 

The bills before you propose to assist, strengthen, and promote the growth of 
small business through continuation of the Small Business Administration. 

We are sympathetic to the general economic objectives expressed in these 
bills; our opposition to them is based upon our beliefs that (1) a Federal Gov- 
ernment loan program for private business enterprise is not an appropriate use 
of public funds; (2) such a‘lending program will not remove the present ob- 
stacles to sound development and growth of small business; and (3) the re- 
maining functions of the.SBA would be handled best by the Department of 
Commerce. 

/ PROBLEMS OF SMALL BUSINESS 


Due to the makeup of our membership, we have for many years devoted a 
good deal of research and study to: the problems of small business, especially 
the financial problems. We have concluded, however, that taxes and labor prob- 
lems are the two most pressing and fundamental problems confronting small 
business. 

We note that on page 30 of the SBA’s ninth semiannual report are listed 
the seven most prominent problems of small business, and obtaining loan funds 
is not one of them. As summarized'‘in that report, the problems are: 

“1. The impact of taxes which makes it difficult for some small busi- 
nesses to accumulate ‘working capital or capital for expansion. 

“2. Labor problems, including labor-management relations, the impact of 
rising labor costs resulting from industrywide bargaining and from "in- 
creases in and extension of the minimum wage. 

“8. Shrinking margins of profit due to high wage rates, high cost of 
materials, or lowered volume of business. 

“4. Competition from imports. 

‘5. Competition with large businesses which extend their operations into 
new fields by diversification or by mergers. 

“6. Competition from ‘tax-exempt cooperatives. 

“7. Inadequacy of management, including inadequate recordkeeping, in- 
ability to engage in market research or product development or uhaware- 
ness of the need for them, inadequate organization, lack of selling know- 
how, and other facets of deficiency in management.” 

The correction of the first two problems alone,im our opinion, would‘do far 
more to enhance the future prospects and growth of small business’than anv 
amount of Federal lending. 
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TAXES AND GROWTH 


The impact of taxes is the major roadblock to the accumulation of funds 
‘which provide equity capital for small-business growth. 

The excessive rates on individual incomes prevent the accumulation of 
savings once available. for risk in small new enterprises and inhibit the growth 
of proprietorships and partnerships. The existing corporate rate of 30 to 52 
percent drains off earnings needed for improvement.and expansion of estab- 
lished businesses, and for the sound growth of new enterprises. 

As Representative A. S. Herlong, Jr., stated on August 8, 1957, in introducing 
H. R. 9119, to reform income-tax rates: 

“Of all factors, the controlling one in my decision to introduce H: R. 9119 is 
the destructive effect of high tax rates on small business, in my district and 
State, in the South generally, and throughout the Nation. 

“In fact, H. R. 9119 is designed primarily to lessen the tax impact on indi- 
viduals and on small and growing business, and to moderate the tax barrier 
to starting new businesses. It must be recognized that the problem is entirely a 
matter of rates. Approximately 84 percent of the over 4 million business units 
in the country are unincorporated. The major tax impediment, both for these 
businesses and the owners of incorporated small business, is found in the steeply 
graduated rates of individual tax—rates which begin with 22 percent on taxable 
income between $2,000 and $4,000, increase to 30 percent on taxable income 
between $6,000 and $8,000; 50 percent at the $16,000 to $18,000 level, and 62 
percent in the bracket beginning at $26,000. The incorporated businesses have 
the additional problem of the corporate tax, especially the combined top rate 
of 52 percent which applies to income over $25, 000. 

“It is evident that none of the special tax devices previously suggested for 
aiding small business go to the root of the problem. Only a moderate scale of 
individual and corporate rates will solve the problem with fairness and equity 
for all. . Under H. R. 9119, the 1 percentage point difference between each rate 
bracket from. 15 percent at the bottom to 34 percent at the $80,000 to $90,000 
bracket and the 2 percentage points difference thereafter, would involve a 
minimum tax impediment to the beginning of small business and growth of all 
business.” 

In addition, Representative Antoni N. Sadlak stated on March. 28, 1957, in 
introducing H. R. 6452: 

“There can be no doubt that both the present high combined corporate tax rate 
and the steeply progressive individual rates are serving to prevent an adequate 
flow of investment funds, and especially venture capital, into new and expanding 
business. In fact, it may be stated flatly that this Nation has a severe shortage 
of new capital, and especially venture capital, because the tax laws are designed 
to produce such a shortage. The. extremely severe rates in the middle and 
higher income brackets are an especially limiting factor on the accumulation of 
new capital for investment in new and growing enterprises.” 

The recent Federal Reserve report on Financing Small. Business emphasizes 
this shortage of equity capital." For example, the report’says: 

“As a matter of fact, they (small business) seem, really, to need to broaden 
their equity capital structure. Their.reluctance to seek outside equity capital, 
their desire to finance fixed investment through long-term-loans, and, also, their 
difficulty in making contact with equity sources account for one significant 
aspect.of many small-business financing problems. Many small entrepreneurs 
seek permanent funds, but are not willing to share control. They want venture 
capital on a loan basis. Some feel that they can obtain equity capital only at 
a cost which exceeds their profits potential. *.* *” 

These difficulties, we believe, stem directly from the steeply progressive and 
highly discriminatory tax-rate structure, which chokes off the needed capital at 
its source. 

LABOR COSTS 


Our research reveals that small: businesSes are concentrated in the labor 
intensive industries as‘compared to the larger companies which are primarily in 
the capital intensive industries. The impact: of rising labor costs, therefore, 
has been more sevére on small business than on larger business and the ability 


1 Report to, the Committees pn Banking and Currency and the Select Committees on 
Small Business, April 11, 1958. 
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to partially offset these rising costs through increased productivity is considerably 
less in the labor intensive industries than in the capital intensive industries.’ 

The National Association of Manufacturers has presented to the appropriate 
committees of Congress its views and programs on tax and labor legislation. 
Reform of the steeply progressive personal income tax rate structure is sorely 
needed to make larger amounts of equity or “venture” capital available to small 
business. Legislation subjecting labor unions to the same kind of antitrust 
restraints that apply to business is required to relieve small business from 
monopolistic labor pressures that force up wage costs. 


TECHNICAL ASSISTANCE 


We recognize that considerable technical assistance to small business has been 
given by the Small Business Administration. However, there is no need to have, 
in effect, 2 Departments of Commerce, 1 for small business, and 1 for all other 
business concerns. Over the years the Department of Commerce has béen fur- 
nishing, to all categories of business, technical assistance of a wide and varied 
nature. This aid has been given primarily to small business; first, because’ the 
overwhelming number of, companies is small and second, because large com- 
panies are better able to engage highly specialized technical personnel for: the 
solution of their problems. 

We believe the advisory services that are furnished to business by the Small 
Business Administration should be transferred to the Department of Commerce, 
where they will be effectively administered and duplication of services will be 
eliminated. 
‘8 LENDING FUNCTIONS 


In a growing economy it is to be expected that the desire for funds will exceed 
the available supply. In a free enterprise system the allocation of available 
funds. will depend on the potential profitability of their use, with the result 
there will be some companies, large and small, which will not obtain all the funds 
they desire. To maximize output in a free economy the allocation of funds should 
be guided by prospective profitability, not by Government favoritism to. certain 
segments of business. 

The official policy of the National Association.of Manufacturers with regard to 
~ Federal loans to business is explicitly expressed in two statements. approved 

by our board of. directors: 

1. “The lending of its funds. or credit should not be a normal function of the 
Federal Government in the domestic economy.” 

2. “Industry believes. that no Government loans to manufacturers are neces- 
sary except in possible exceptional cases arising out of defense production 
requirements.” 

The. National ‘Association of Manufacturers strongly recommends that the 
Small Businéss Administration be allowed. to terminate on July 31, 1958, as pro- 
vided under the present law and that its advisory services be transferred to the 
Department of Commerce. 


MILLER RESEARCH LABORATORIES, 
Baltimore, Md., February 7, 1958. 
Hon. J. W. PULBRIGHT, 
Senate Office Building, 
Washington, D. C. 

Dear, SENATOR FursricgHt: Your bill to increase the share of military busi- 
ness awarded to small research and development organizations seeks to accom- 
plish something which is long overdue. I should like to take this opportunity 
to inform you of my support and gratitude and at the same time make a few 
specific suggestions. 

As weapons have become larger and more complex, it is well known that the 
weapons’ business has: become a highly concentrated one, with considerable 
resulting loss of business not only to small companies but medium to large as 
well. 

Speaking for small business, the things which we offer in the research and 
development field are quick delivery, expertness, low cost, and the flexibility 
to produce under conditions of change and revision. In a freely competitive 


2 Wages-Prices-Profits and Inflation, published by NAM, September 1957. 
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situation, the small research and development organization needs no prop or 
protection. 

There are many small:weapons and subassemblies of large weapons which 
small business can most efficiently design and produce. I believe that the most 
important single factor preventing wider use of small and medium companies 
is the weapons system concept. 

The weapon system concept is most widely applied by the Air Force, almost 
as. widely by the Navy and to a considerably lesser extent by the Army. 

The weapon system concept is dictated to a considerable extent by tech- 
nological necessity. That-is, up to a point; large weapons require large con- 
tractors. Much, equipment, however, is included in the weapon system as a 
matter of military policy and not of technological necessity. 

It has been jokingly said that the weapon-system concept has been carried 
to the point where the military services would like the missile prime contractor 
to furnish clothing lockers for the launching crew personnel. Items of equip- 
ment normally included in the weapon-system concept now include the follow- 
ing: 

. Testing equipment of various kinds. 
. Personnel training devices. 
. Ground handling equipment. 
. Fire-fighting equipment. 
Shipping and storage containers. 

All of these items and others can be and should be developed and manufac- 
tured by small organizations specializing in them. 

One problem in the weapon-system concept,.to which the military admits, is 
that inclusion of auxiliary and supporting equipment in the weapon system de- 
feats the important objective of ‘standardization. Each prime contractor de- 
velops his own equipment. This results in duplication in cost. during develop- 
ment, and duplication of supporting equipment. in the field. 

Thus, it is my conviction that elimination of the extremes presently practiced 
in the weapon-system contracting method would on the one hand, save money, 
manpower, and equipment; and on the other hand, make a considerable por- 
tion of large weapon work once more available to small business. 

It has been our experience that the Small Business Administration and small- 
business specialists of the military services have been completely ineffective 
in the research and development field—effective though they may be in manu- 
facturing work.. In some two to three hundred requests for bid which I have 
reviewed in the past 5 years only 1 research. and development project was set 
aside for small business. The schedule and money involved made it impractica- 
ble as a small-business project. 

I sincerely hope that the comments and suggestions made here will be of some 
benefit in your efforts to promote this bill. 

Yours very truly, 
Rosert C. RuHL, Business Manager. 


KELLETT AIRCRAFT, 
Willow Grove, Pa., February 21, 1958. 
Senator J. W. FULBRIGHT, 
Senate Office Building, Washington, D. C. 


Dear Sir: It has come to our attention that you will support bill S. 2993 
calling for the Small Business Administration to aid small business in securing 
research contracts from the Government. 

We have been struggling for the past 6 months to keep intact a very capable 
research and development plant with a sizable engineering department. The 
total number of men in our organization is approximately 150. 

Since large business is taking over the entire systems concept of projects for 
the Government it makes it even harder for small business to participate in 
these programs. 

We would appreciate very much an opportunity to discuss this with you and 
to give you the picture the way we see it. 

Cordially yours, 
JAMES T. Durry, Jr. 
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AERO SUPPLY MANUFACTURING Co., INC., 
Corry, Pa., February 25, 1958. 
Aion. J. W. FULBRIGHT, 
United States Senate, 
Washington, D. C. 


Sm: I have been reading with considerable interest of your introduction of 
bill 8. 2998 designed to amend the Small Business Act of 1953 to permit partici- 
pation of small businesses in programs of research and development. 

Of particular interest is the provision to assist small-business concerns in ob- 
taining the benefits of research and development performed: under Government 
contracts’ or at Government expense. As a small-business organization now 
serving the aircraft industry, as’ we have since 1916, we have been all too well 
aware of the exceedingly difficult situation which is imposed on small business, 
and possibly others, relative to inability to obtain basic information under the 
guise of security restrictions. 

I cite as an example the situation with which I am best aware; namely, the 
difficulties this organization encounters in obtaining classified reports which 
would be,of great benefit in the pursuit of our endeavors. The Armed Services 
Technical Information Agency, better known throughout the trade as. ASTIA, 
operates under procedures prohibiting the distribution of classified ‘reports’ to 
organizations who do not possess that very elusive requirement known as need 
to know. Normally need to know can be established by possession of a classified 
contract.’ However, it is difficult to obtain a classified contract without certain 
basic information which is maintained under close security surveillance: This 
obviously is akin to the well-known dog chasing his tail. 

We have been a cleared facility securitywise for a number of years. However, 
we have not had a development contract for the past several years and during 
that period have been unable to obtain the basic information which we feel 
would assist us in obtaining such contracts in the future. 

I. take the liberty of directing your attention to the above situation as being 
one which I believe is typical of the thoughtless discriminatory action against 
the smaller fellows. I do hope the passage of your bill will permit this situation 
to be corrected. 

Respectfully yours, 
E. F. Parn, 
Vice President, Sales and Engineering. 











D. H. LITTER Co., INc., 
New York, N. Y., March 26, 1958. 
Mr. J. H. YINGLING, 
Chief Clerk, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. Yinerine: Thank you very kindly for your nice response of the 21st 
in regard to research contracts to small businesses. 

I do not get to Washington too often, but you may rest assured that I will 
try to get there in the not-too-distant future to discuss this with you. 

In the meantime, it occurred:to me that the SBA is being somewhat harassed 
by demands for Government loans by small-business companies, and my idea is 
that a great deal of this lending of money can be avoided if the various Govern- 
ment departments would see to it that small-business companies could be given 
subcontracts from the very large companies, and particularly in my interest 
is the giving of research and development contracts to small firms such as ours. 

May I suggest one way to implement such a program? SBA should have 
several men whose duty it would be to go to the Government departments, find 
out what type of ‘contracts are being awarded and investigate what companies 
would be fitted to do that job. 

The larger companies maintain offices in Washington that are in continual 
contact with the various Government bureaus, but the smaller. companies such 
as ours cannot afford that luxury. Therefore, it is almost impossible for us 
to present our story to the proper departments and the proper people in those 
departments without the aid of some organization such as the SBA. 

With this type of implementation, we would be glad to sit down with those 
men who would be in charge, and supply them with sufficient literature that 
could be placed in the files of the various Government bureaus so that when a 
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project arose, they could intelligently choose from a number of small companies 
that would fit into the picture. 
Thank you for your consideration. 
Very truly. yours, 


D. H. Lirrer, President. 


WINE & SPIRITS WHOLESALERS OF AMERICA, INC., 
i St: Louis, Mo., May 23, 1958. 
Hon. JoOsePpH §S. CLARK, 
Chairman, Small Business Subcommittee, Committee on Banking and 
Currency, United States Senate, Washington, D. C. 


DEAR SENATOR CLARK: This is with further reference to our letter of June 
10; 1957, in which we called your attention to the policy of the Loan Policy Board 
of the Small Business Administration, which disqualifies. persons from obtaining 
loans if a-substantial portion of their gross income is derived from the sale of 
alcoholic beverages. 

We pointed out'that in our judgment this policy was diréctly contrary to the 
purposes for which the Small Business Administration was created and. to the 
declaration of policy as expressed in the law. Representations to the members 
of the Loan Policy Board urging a recision of this:discriminatory policy. have 
been of no avail. 

H. R. 7963, passed by the House on June 25, 1957, and presently the subject 
of hearings before your subcommittee, abolishes the Loan Policy Board and 
substitutes for it under section 4 (d) a National Small Business Advisory, Board. 

We are apprehensive that unless your subcommittee makes it perfectly clear 
in its report that the benefits of the act shall be available to all legitimate small 
businesses who are able to satisfy the established lending criteria, the discrim- 
inatory, policy of the Loan Policy Board may be perpetuated by the National 
Small Business Advisory Board.. Such a policy finds neither warrant nor ex- 
pression in the law and, indeed, frustrates the very purpose for which the Small 
Business Administration was created. 

May. we respectfully urge that your. subcommittee in its report incorporate 
an expression of intent of the general tenor suggested above arid thus remove 
any misapprehension on the part of the Loan Policy Board and its successor, 
the National Small Business Advisory Board, regarding the availability of as- 
sistance to all legitimate small businesss. 

Our association is the national trade association of wine and spirits whole- 
salers and is comprised of over 570 members doing business in each of the open- 
license States and the District of Columbia. 

Respectfully, 


ABRAHAM TUNICK, Washington Counsel. 


Senator Crark. The committee will recess with the-hope that we 
will be able to conclude the hearings without further testimony. It 
may be, though, that 1 or 2 witnesses will insist on being heard, and 
in that event we will have another meeting of the subcommittee: 

(Whereupon, at 12:11 p. m., the committee recessed.) 
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SMALL BUSINESS ADMINISTRATION, 
OFFICE. OF THE ADMINISTRATOR, 
Washington, D. C., May 22, 1958. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


DEAR SENATOR FULBRIGHT: Further reference is made to your letter of March 
17, 1958, requesting arguments for and against section 3 (a) and (b) of H. R. 
7963, as well as my own views on the subject matter thereof. 

The sections referred to cover the subject of defining small business. Before 
answering your questions I believe a review of this subject matter is in order. 

For over 20 years in the area of Federal Government procurement a company 
with less than 500 employees, including those of affiliate companies, has been con- 
sidered small, while one with over 500 employees has been considered large. 
When the Small Business Administration was established on July 30, 1953, by 
Public Law 163, 838d Congress, section 203. thereof defined size as follows: 

“Sec. 203. For the purposes of this. title, a small business concern shall be 
deemed to be one which is independently owned and operated arid which is not 
dominant in its field of operation. In addition to the foregoing criteria the 
Administration, in making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business.” 

Upon passage of this bill the SBA was faced’ with the problem of defining 
small business in two widely divergent fields; viz, for our lending program and 
for all Federal Government procurement programs. Based on the latest busi- 
ness census figures, multiple standards on.an industry basis were adopted for 
our lending program. Of 452 industries, 253 have a standard ef 250 employees 
or less, 102 a standard of 500 employees or less, and 67 a standard of 1,000 or 
less. In the wholesale, retail, service and distributive trades: we use a yearly 
dollar volume of business as the dividing line between “small” and “large.” 

With some slight variations based on the equities of individual cases, these 
industry classifications have been effectively administered by this agency with 
a minimum of difficulty and complaint. There are a limited number of loan-ap- 
plications. Accompanying each application is a. Dun & Bradstreet report, to- 
gether with a careful analysis of the financial structure of the applicant. These 
make an individual examination:and decision by the SBA feasible. In addition, 
the only interested parties to a loan application are the applicant and the SBA. 

However, in the area of Government procurement we were faced with an é€n- 
tirely different problems. The so-called rule of 500 had been in effect for many 
years, and all statistics on contracting and subcontracting were maintained on 
that basis. In addition there are some 8,000 procurement actions daily in sev- 
eral hundred contracting offices, being performed by hundreds of employees; 
involving thousands of prospective bidders. The major buying agencies were 
opposed to any change in the “rule of 500” and we temporarily adopted it as the 
standard for Government procurement. 

However, I was not satisfied with such an inflexible rule, and on April 25, 
1955, I appointed an interagency task force to draft a definition which would 
more accurately reflect the intent of Congress. This task force was composed 
of representatives of all Federal Departments engaged in the procurement of 
supplies and services, as well as representatives of the Bureau of the Budget 
and other agencies whom I felt might have a collateral interest. As-a result of 
the deliberations and agreements reached by this task force we are now operat- 
ing under a definition which is not rigid in its terms and which provides for 
flexibility in its interpretation. I am aware that under the act I have full 
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authority to promulgate such size regulations as.I-deem appropriate. I had no 
hesitancy in promulgating such a regulation to govern our lending program. In 
the field of Government procurement I was of the opinion that the agencies to 
be affected should be consulted. Hence the appointment of the interagency 
task force. 

Under the present regulations which were agreed to by all interested Depart- 
ments, I have the authority to make individual determinations as to the small 
business status of a company regardless of whether it employs more or less than 
500 people. Individual bidders and contracting’ officers have the authority, 
which is constantly exercised, to question the small business status of any 
company, whereupon the case is referred to the SBA for decision.. Our decisions 
are accepted by all Government agencies. without question. I recently asked 
for comments and held a public hearing on the question of defining small. busi- 
ness in the oil refining industry. As a. result thereof a regulation was adopted 
which classifies a refinery as small if it employs less than 1,000 persons and has 
a capacity of less’ than 30,000 barrels.per day in owned or leased facilities. 
This definition has been accepted by the Military Petroleum Supply Agency. and 
by.a majority of the industry. I cite the contents of this paragraph as evidence 
that this agency has the desired flexibility in determining size and that it has the 
concurrence of affected Government departments in so doing. 

On July 31, 1955, Public Law 268 was enacted which amended certain provisions 
of Public Law 163 of the 83d Congress. - One of these amendments was to section 
212 (¢), and directed that “the Administator, when requested to do so, shall.issue 
in response to each such request an appropriate certificate certifying an individual 
concern as a ‘small business concern’ in accordance with the criteria expressed 
in this at * * *.” Since passage of this amendment we have issued approxi- 
mately 80 certificates to individual firms who employ more than 500 people but 
who.are nevertheless small in their fields: These certificates have been accepted 
by the Government agencies and the holders thereof have been permitted to. bid 
as small business concerns. 

On June 25, 1957, the House passed H. R. 7963 which directed me in section 
3 (b) thereof to establish a new definition within 60 days after passage of the 
act, or in the absence thereof to place in effect our financial assistance definition 
for all purposes. In order to be prepared to comply with this provision of the 
House bill'in the event the Senate concurs, I caused. to be prepared a new definition 
based on commodity rather than industry standards for Government procurement 
purposes. <A copy of this proposed definition is attached as exhibit A. Copies 
of this proposal were submitted to all Government agencies and to various con- 
gressional committees and comments were requested. Replies were received from 
several Government departments and are attached as exhibit B. The only con- 
gressional comment was from Subcommittee No. 2 of the House Select Committee 
on Small Business. Congressman Multer, chairman of that subcommittee, 
advised me that he will hold a public hearing on the proposed definition on May 
27 and June 3 and 4, 1958. I am to testify at 10 a. m. on May 27. 

Now as to.the relative merits of a multiple-standard definition for Government 
procurement versus the presexut standard of 500 employees. Obviously the desir- 
ability of having one. numerical figure which divides small business from big 
business in all fields of operation is questionable. Many inequities exist under 
this definition. In the tool and die industry, for instance, there are few, if any, 
shops which employ 500 people; while in the steel industry there are few plants 
which employ less than 500. The arguments against section 3 (b) of H. R. T96 
are best presented in exhibit B hereto by the agencies which would have to admin- 
ister multiple standards. 

As to my own views, I would prefer that no attempt be made by the Congress to 
legislate a detailed definition for small business. Instead I would prefer that the 
SBA be afforded the opportunity to examine each so-called field. of operation, 
hold public hearings where necessary, and gradually develop a series of definitions 
which would be acceptable to industry and Government agencies alike. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 
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Pxursir A 


DEFINITION OF SMALL BUSINESS 


For the purpose of this definition, the following definitions shall apply: 

A small-business concern shall be deemed to be one which is independently 
owned and operated and which is not dominant in its field of operation, and 
within the size standards as follows: 

(a) Manufacturing: Less than 250 employees or where the concern has 
been specifically certified by the Small Business Administration as being 
a smal business where less than 1,000 employees. 

(b) Construction: Annual receipts of less than $5 million. 

(c) Wholesale: Annual receipts of less than $5 million. 

(d@) Retail: Annual sales of less than $1 million; or, if it is a department 
or variety store or.is primarily engaged in making retail sales of new and 
used motor vehicles, or groceries with fresh meats, and its annual sales are 
$2 million or less. ' 

(e) Services: Annual receipts of less than $1 million, except that any 
hotel or power laundry is small if its annual receipts are $2 million or less. 

(f). Trucking and warehousing: Annual receipts of less than $2 million. 

(g) Other: Where the concern has been certified’ by the Small Business 
Administration as being a small-business concern. 

It is the responsibility of the bidder to determine and certify as to his status 
under the above criteria. If a certification from the Small Business Administra- 
tion is necessary in order to be classified as small business, the bidder should ° 
make application to the nearest regional office of that Administration. 


ExuHisIt B 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 24, 1958. 
Hon. PERKINS McGuIRE, 
Assistant Secretary of Defense (Supply and Logistics), 
Department of Defense, Washington, D. C. 

Dear Mr. McGuire: Thank you for your letter of March 31, 19538, relative 
to the proposed revision of the Small Business Size Standards Regulations. 

I am certain that you know it is-not the desire of. the Small Business Admin- 
istration to make any change in its regualtions or ‘procedures which would do 
other than improve the opportunities of small business to participate in Govern- 
ment procurement and other programs designed to be of assistance. I am equally 
certain you realize that the provisions of H. R. 7963 regarding the definition of 
“small business” necessitated my proposing a definition for Government. procure- 
ment other than the one now in use. I have received no suggestion for any other 
type of definition.to be used in the event Congress is insistent that a single 
definition for all purposes be adopted. If you have any such suggestions, I would 
appreciate receiving them. Please be assured that the revisions in the proposed 
definition suggested, by you will be included. 

It is. my understanding that Representative Multer intends to have his sub- 
committee conduct a hearing on this definition either this month or next. It 
would be my intention to offer testimony at this hearing that the proposed regula- 
tion as amended. by your suggestions is the best definition that.can be devised 
to apply to all programs and at the same time comply with the provisions of H. R. 

7963. I will also testify in brief as to the reac tions of various Government agen- 
thee to the proposed definition. I should expect the Department of Defense:and 
others who disagree with the proposed definition to. offer testimony as to the 
disadvantages and administrative: problems they feel would’ be created by the 
application of the new regulation to procurement matters. I shall be glad to 
discuss this subject with you in more detail prior to the hearings. 

With best personal regards. 

Sincerely, 
WENDELL B.’ BARNES, Administrator. 
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., March $1, 1958. 
Mr. WENDELL BARNES, 
Administrator, Small Business Administration. 


Dear Mz. Barnes: Reference is made to your memorandum of February 13, 
1958, to members of the Interagency Task Force Committee on Procurement Size 
Standards, attaching a proposed revised small business size standards regulation. 

I realize that the intense interest in the subject of small business definition 
has caused you and your staff to explore every possibility for action in this area. 
However, we in the Department.of Defense have concluded that adoption of the 
standards furnished to us with your February 13 memorandum would pose 
numerous, and substantial administrative problems to the Department of De- 
fense, and would probably have a detrimental effect on the DOD small business 
program. Our view is based in part upon the proven utility of your present 
definition, which was drafted by a task force of the procuring agencies... It is 
well. understood by contracting officers and businessmen, and has proven both 
practical and fair. 

The more specific reasons for our concern respecting the proposed multiple 
standards are as follows: 

1. The proposed revision to the small business size standard regulation involves 
the use of a business census-type list of products to establish size of a small con- 
cern., While the list of products covers some military items, there are a great 
many which.it does not cover., There are far more military items which are not 
covered than there are total items in the list which is incorporated in, your 
revision. With respect to items not included in your product list, the contracting 
officer and industry are given no product classificaton or clearly defined stand- 
ard of guidance. 

2. Contracting officers, in procurements of items not included in the list, may 
well reach different conclusions respecting the maximum size of small businesses. 
The ‘result. of such differences would be that particular firms might be declared 
eligible-to participate in one setaside procurement of an item, but ineligible to 
participate in another setaside procurement of.an indentical item. 

3..The proposed definition would require contracting officers to review and 
screen each item on every procurement. .A large number of our procurements 
have more than one item. Such procurements, therefore, could have items on 
the same invitation for bid carrying separate size classifications. The review, 
classification, and increased mechanical workload would place a heavy admin- 
istrative burden on contracting officers. We believe this proposed ‘definition 
cannot be administered with the present number of employees in the procurement 
field. 

4. Use of the proposed definition would render the keeping of statistics more 
difficult than at present. The change of criteria for the definition of small busi- 
ness would make comparisons of progress in this field difficult. 

5. We are deeply concerned about the difficulties which a multiple standard 
would impose upon prime contractors who are attempting to carry out a sound 
small-business subcontracting program. They would apparently face most 
of the problems which our contracting officers would have without the facilities 
which contracting officers might rely upon for assistance and classification. We 
believe the effect of this revision upon our subcontracting program would be 
most detrimental and would increase the cost of Government contracting. 

6. Except for companies employing less than 250 persons, it would be dif- 
ficult for a firm to feel confident of its exact size classification as a long-range 
matter since the classification might vary with the items upon which the firms 
wished to bid, and the maximum size of the companies entitled to bid on a pro- 
curement. will hot be known until a copy of the invitation for bid or request 
for proposal has been received. This would make it difficult for businesses to 
so plan their operations as'to maintain a small-business status. 

7. The revision does not appear to establish a procedure whereby the con- 
tracting officer may call upon a Small Business Administration representative 
for assistance or joint action in determining the maximum number of persons 
permissible in a company qualified to participate in set-aside procurement. The 
quality of the cooperation we have received from.Small Business Administration 
is such that we believe the result indicated above was not intended, and proper 
implementing procedures can be agreed upon, but we call the matter to your 
attention in order that it may receive your consideration. 
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We appreciate the diligence which has gone into the draft submitted to us, and 
commend the willingness of Small Business Administration to explore with an 
open mind the possibilities of improving its present procedures. However, we 
hope that the studies which have been made as a result of the.circulation of the 
proposed revision will lead to the conclusion that the present definition of small 
business, which has served so well, should be retained. It is our belief that 
continuation of the present definition will be much more beneficial both to the 
Department of Defense and to that large portion of the business community with 
which we contract than adoption of the multiple-standard revision. 

Sincerely yours, 
PERKINS MCGUIRE, 
Assistant Secretary of Defense (Supply and Logistics) . 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., March 24, 1958. 
Hon. WENDELL B. BARNES, 
Administrator, Small. Business Administration, 
Washington, D.C. 

Deak Mr. BarRnEs: This is in response to your communication of February 13, 
1958, in which you requested comments on the proposed revised Small Business 
Size Standards Regulations. 

My comments are incorporated in the following attachments: 

Attachment I. General comments on problems involved in multiple-size 
standards. 

Attachment II. Statement submitted at hearings before Subcommittee No. 2 
of the House Select Committee.on Small Business on April 2, 1957. 

Attachment III.: Specific coniments on the proposed regulations. 

Sincerely: yours, 
FRANKLIN FLOETE, Administrator. 


[Attachment I] 
I, GENERAL COMMENTS ON PROBLEMS INVOLVED: IN MULTIPLE-SizzE STANDARDS 


On April 2, 1957, there was submitted to subcommittee No. 2 of the House 
Select Committee On Small: Business a statement which set forth the GSA 
position on multiple-size standards. (A copy is here provided as attachment. II.) 

It was concluded therein that, “the use of a multiple-size standard for Govern- 
ment procedure is possible but will further complicate the existing procurement 
process by both Government and prime contractors.” The paper suggested, as 
an approach to be considered, the use of a multiple-size standard based not on 
each item but on a company’s “principal field of operation.” The statemerit 
recognized that this would require the development of a formula, and that its 
use would undoubtedly present a numbér of significant problems as yet un- 
resolved. Nevertheless, it is believed that such a definition based on “‘principal 
field of operation” should be explored, despite the additional, substantial, and 
costly complications and delays in procurement activities that a multiple-size 
standard would entail. 

GSA is currently making a 6-month study to determine how small firms would 
fare were size to be determined. in accordance with the present definition for 
financial assistance. This is being done at the request of the House Select Com- 
mittee on Small Business. The issuance of the proposed SBA regulation’ would, 
of course, require that GSA seek guidance from the committee relative to the 
desirability of continuing the study. 

There can be no doubt that the issuance of the proposed regulation on multiple- 
size standards will adversely affect efficient procurement operations. Whether 
this would be outweighed by the benefits of a more precise definition of small 
business for procurement purposes, is certainly at this time problematical. 

It is well recognized that “small” has a significance that varies from industry 
to industry. This is a factor not reflected in a single-size standard. 

Nevertheless, it appears that the rising trend toward product diversification 
raises serious question as to whether a size standard based upon product will 
actually assist the smaller firms, or whether it will in fact disadvantage the very: 
companies for which assistance is being designed. 
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As an:example, consider the case of a small single-product manufacturer who 
must diversify in order to survive. Under the proposed regulation, he could 
not, despite a critical necessity for a broader line, increase his employment over 
his present single-product size standard and still maintain his small-business 
preference on the original item. Thus, when he diversifies, he must either lose 
his small-business status on his principal item, or be forced into an employment 
limitation for the manufacture of several products no greater than the standard 
applicable to his original product. In this case, diversification for survival is 
treated as if it connoted a change from a small firm to a large one. 

In the event that one of the new products carries a standard smaller than that 
applicable to his original product, he could not, qualify for small-business 
preference on the new product even if the product expansion occasioned no 
increase in employment over his original standard; e. g., the wiring devices 
manufacturer (500 standard) diversifying into lighting fixtures (250 standard). 

Insofar as ptocurement assistance is concerned, the present and proposed 
definitions, as well as other suggestions that have been presented, are generally 
based solely on employment. /Technological advances may be rendering such a 
criterion increasingly inaccurate as a measure of industrial size. 

Standards based on a company’s total dollar volume may offer more realistic 
measures. It is suggested that they also be explored for use in a multiple-size 

_gtandard based upon “principal field of operation.” 


[Attachment IT] 


II. STATEMENT SUBMITTED AT HEARINGS BEFORE SUBCOMMITTEE No. 2 OF THE 
House SELEcT COMMITTEE ON SMALL BUSINESS, APRIL 2, 1957 


Based on discussions with Lloyd Dunkle, Director, National Buying Division, 
FSS, and George Grimsley, a member of his staff, we would have to conclude 
that it is possible to use the multiple employee size standard in the small-business 
definition for Government procurement. This action, however, would be subject 
to the following considerations : 

1. Government contract procedural chanyes 

Existing invitation for bids forms, including standard forms 33 and 30, would 
have to be amended as follows: 

(a) The representation presently used as prescribed by GSA Circular No. 132 
would have to be modified to substitute the reference to the multiple-size standard 
in place of 500 employees. 

(b) With respect to each separate item in an invitation for bids, provision 
must be made to identify the bidder’as small or large business, the reason being 
that under the multiple’ employment size standard a bidder may be small business 
on one item and large business on another, unless a concern’s size were based 
on its “principal field: of operation” the definition of which would present a 
number of significant unresolved prolems. 

(c) It follows from (0b) that in the case of aggregate bids on items where the 
bidder is large in some cases and small in others, the small-business definition 
should provide a formula, for determining evaluation for award purposes if equal 
bidders, small-business set-asides, or other small-business preference procedures 
are involved... Very likely also the bid invitations should include a statement 
of this evaluation formula. 


2., Procurement complications 


Hither the contracting office would have to look up and specify in the invitation 
the number of employees on every item in every invitation (a time-consuming 
and costly: process and impediment to the already complicated . procurement 
process). or the bidder, for purposes of self-certifying in bidding on each item, 
would have to examine the size-standard scheduel and determine the classifica- 
tion of his bid with respect tq each item to determine whether he qualified as 
small business. In most cases, perhaps, all.or most of the items bid on would 
fall under a single classification and through development of familiarity with 
the use of the schedule of size standards over a period of time, the significance of 
this problem whould evertually be felt primarily by new bidders. 

Distributors bidding on products ef manufacturers, particularly on multiple- 
‘item invitations would have considerable difficulty perhaps in determing the 
information in order to comply with the definition requirement for consideration 
as. small business in the. case of: equal bids, set-asides, or other small-business 
preference procedures. 
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3. Reporting systems; bidders mailing lists 


The problem of reporting purchases as sinall or large business would be more 
complicated. Awards to a single cohcern would be reported as both awards to 
large and small business. The statistics may lose their efficiency to truly measure 
small-business participation. All prior, statistics will lose their usefulness as a 
basis for comparison. 


4. Impact on Small Business Administration 

Because of the many instances in which small-business concerns would wish 
to resort to SBA for guidance iii self-certifying, the use of the multiple-size 
standard would undoubtedly substantially increase the workload (and cost) of 
the Small Business Administration in the handling of these cases. 


5. Controversy as to classification in the multiple-size standards 

Many concerns now classified as small business would be. disqualified under 
‘the multiple-size standard. For example, all concerns having more than 250 
employees falling in. the 250 classification. Another example, all concerns now 
under the 500 figure but falling in the 1,000 classification would. have to compete 
with larger concerns within the 1,000 class as Small business. This will lead 
to many complaints. 


6. Possible delay in procurement process 


Resort to SBA for numerous determinations would quite possibly delay the 
procurement process because of the volume of cases to be processed by SBA. 


7. Subcontract programs 


In general, the problems that the Government would have in applying the 
multiple-size standard would apply also to prime contractors who have adopted . 
organized small-business subcontract placement programs. The problem'may be 
more serious here because a complicated program is niore difficult‘to “sell” to 
prime contractors. This is a significant factor because of the necessity for in- 
creased emphasis on effective subcontract small-business activity in the face of 
increased emphasis on the weapor system concept. Here again, however, a con- 
siderable period of experience might solve this problem. 


8. Summary 


The use of.a multiple-size standard for Government, procurement iS possible 
but will further complicate the existing procurement process by both Government 
and prime contractors. It will also complicate the development of and minimize 
the value of statistics on small-business participation in Government contract 
work. ; 

A compromise solution for use of the multiple-size standard might be to em- 
ploy the multiple-size standard. based not on each item ‘but on the concern’s 
“principal field of operation.” -A formula for measuring this would have to 
be developed. 

The question of whether the advatitages of the multiple-size standard out- 
weigh or are outweighed by the benefits to small business can only be demon- 
strated by experience. Such experience can be gained only by risking the 
consequences partially described. 


{Attachment IIT] 
III. SPECIFIC COMMENTS ON THE PROPOSED REGULATION 


Section 108.2 (f).—This definition requires clarification. The two sentences 
appear both inconsistent one with the other, and in conflict with section 103.3 
(b) (2). 

Section 108.8 (a).—It is suggested that this definition be clarified to indicate 
that it applies to total employment of the concern and its affiliates, rather than 
to the emloyment engaged in the particular product or service to be procured. 
It also is suggested that language be inserted to indicate its nonapplicability to 
construction. 

' Section 108.8 (b) (2).—The effect of this definition is to preclude from small 
business preference small American importers of certain products exempted from 
the provisions of the Buy American Act because they are not produced in this 
country or its possessions. For example, in a procurement for burlap, no prefer- 
ence could be afforded small American importers as distinct from the large com- 
panies which also import this product. 
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The question also arises as to whether this requirement for products of small 
domestic firms is also applicable to construction contractors. 

Section 103.4 (f).—It is suggested this definition be changed from “$2 million 
or less” to “$1 million or less” in order more nearly to reflect the ICC definition 
of a class I motor carrier. 

Section 103.5 (b).—It is suggested that the 10-day time limitation included in 
section 103.5 (c) of the current regulation be restored. 

Schedule A.—It is observed that the use of the SIC numbers may cause con- 
fusion in the minds of both contracting officers and people in private industry all 
of whom are being conditioned to the use of the Federal Supply Classifications. 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
OFFICE OF PLANT AND OPERATIONS, 
Washington, March 27, 1958. 


Hon. WENDELL B. BARNES, 
Administrator, Small Business Ataiiliberetion. 


Deak Mr. BARNES:' We have reviewed the proposed revised small-business 
size standards regulations transmitted for comment by your’ memorandum of 
February 13, 1958. 

It is obvious that the use of the proposed definition will impose a substantial 
administrative burden on contracting agencies. It seems feasible to achieve 
the objective of the proposed standard by requiring manufacturers employing 
over 250 persons to apply‘to SBA for certification as Small Business. The total 
administrative burden and cost to the Federal Government by this technique 
would appear to be substantially less than administering the standard as pro- 
posed. Aecordingly, we are enclosing an alternative proposed size standard 
definition for consideration. 

This definition can be reproduced on bid invitation forms and has several 
advantages: (1) It informs, the many small-business bidders exactly what 
constitutes a small business; (2) it enables the contracting agency to administer 
the program in a simplified manner, and (3) it is generally consistent with the 
loan’ provisions pf the proposed regulation. 

Should it be determined that the proposed size standards sent to us for review 
must be used, the following changes seem necessary : 

1. Incorporate the present section 103.5¢c into the proposed regulation in para 
graph 103.5. This provision was apparently omitted erroneously. It is, of 
course, most important to program requirements to have a time limitation 
established for completion of the protest investigation and notification: to the 
contracting officer. 

2. Under section 108.6 (change of classification of products, etc.) add a sub- 
parigraph (c)) which will provide'a definition for use of contracting officers 
in the event the proposed Schedule A does not cover the required item or service. 
It is recommended that a definition similar to that now in use be provided ‘for 
this purpose. 

3. Under section 103.6 (change of classification of product, ete.) add a sub- 
paragraph (d) which will provide: “All changes, additions, and deletions to 
schedule A. will become effective 6 weeks ‘from date Of issuance of the change.” 
This is considered necessary to allow for dissemination of information to con- 
tracting ‘officers and to prevent disputes with contractors over the size standards 
applicable during the interim period. 

As an alternative to the proposed schedule A which.is based upon the 1954 
business census it is suggested that consideration be given to establishment of 
size standards based upon major commodity groupings similar to those now 
in use in the Federal Catalog System. 

Another alternative which is offered for your consideration is the use of a 
standard definition for use in all invitations for bid the amount of which is 
expected to be less than $10,000. This standard definition could be similar 
to,that now in use. The definition proposed in your memorandum of February 
13, 1958, or a modified version thereof as proposed in the above paragraph, could 
' be made applicable to contracts in excess of $10,000. 

.. We appreciate the opportunity of submitting our views on the proposed 
regulation. 
Very truly yours, 
T. M. BaLpavr, 
Chief, Procurement and Property Management Division. 
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DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
OFFICE OF PLANT AND OPERATIONS, 
Washington, March 7, 1958, 











Hon, WENDELL B. BARNES, 
Administrator, Small Business Administration, ; 


Dear Mr. BARNES: We have received the proposed revised small business si 
standards regulation forwarded by your memorandum of February 13, 1958. a 

Most of my staff has been on field’ assignments during February and I expect 
to be away until the middle of March. We are therefore appreciative of the 
extension of time for submission of comments granted to us by Mr. Abels of 
your office. 

We will submit our comments as soon as possible. 

Very truly yours, 
































T. M. BALDAUF, 
Chief, Procurement and Property Management Divison. 








Marcu 10, 1958. 
To: Wendell B. Barnes, Administrator, Small Business Administration. 
From: Philip G. Read, Small Business Specialist, Division of Construction and 

Supply, Atomic Energy Commission. ? 
Subject : Proposed revised small business size standards regulation. 
Symbol: CSSC: PGR. 


I have reviewed with a great deal of interest the proposed revised small business 
size standard regulation which you forwarded to me for comment with your 
memorandum of February 13, 1958. In its testimony, AEC has informed the 
House Small Business Committee that it is not opposed to an industry-by-industry 
definition of small business. Our concern is with the, practicability ofa defini- 
tion’s administration and its adherence to the terms of the definition in the 
Small Business Act. : 

Regarding the administration, of the proposed regulation, I am concerned about 
several matters. I.agree, that in the case of a joint determination or a tie bid, 

a precise formula for determining numbers of employees is necessary. However, 

I do not believe that the definition Of number of employees in the proposed 
regulation.is practical and reliable for procurements at the ‘subcontract level. 

As you know, the AEC small-business program is focused.on the subcontracts 

of its cost-type contractors. I would:-like to suggest that for procurement situa- 

tions which do not involve some.form of preference that an alternate definition of : 

the number of employees be jirovided. In my opinion, a satisfactory definition i 
for this purpose would be the average number of employees during the 3-month a 
period preceding the procurement action. 

I am also concerned about the practicability. of identifying size standards in >i 
terms of schedule A. The schedule proposes to list approximately 6,000 products. eS. 
At least 1 AEC con'tractor has a catalog of approximately 100,000 items. It is ; 
quite probable that many transactions will arise which:involve items that are not 
listed in schedule A. ‘I believe that this situation will leave both the buyer and 
the seller in a quandary’ as to the identity of the.size standard for .the item 
purchased. As it stands, schedule A is an alphabetical listing of products. A 
partial solution might be achieved by including an index of industries somewhat 
comparable to schedule B. However, in cases where neither the product nor’ 
the. industry can be related to schedule A, it is not clear what procedure is to be 
followed in ascertaining the size standard. Referral of routine transactions to 
SBA, in my opinion, would be too voluminous to be practical. 

Schedule A, the proposed regulation and your memorandum seem to employ 
several terms in a. somewhat‘inconsistent manner. The second page of the 
schedule is entitled “Product Size Standards” for the purposes of Government 
procurement, while. your memorandum variously refers:to industry standards 
and employee size standards for the product to be: procured, another apparent 
inconsistency’ appears in section 103.6 of the proposed regulation where the term 
“activity” is combined with the terms “product. and industry,” although the 
general definition refers to employment size standard for the particular product 
or service. I suggest that the use of these various terms be reviewed and 
inconsistencies, if any, be eliminated. , 

A problem also appears to exist in reference to invitations which include 
numerous products and more than one size standard. If a concern is big with 
reference to one product and small with reference to another, what test is to be 
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employed to determine whether. the procurement was placed with a small.or a 
big business? I would suggest that’in such cases, the business concern be con- 
sidered small. 

Another problem involves the addendum to schedule A. The addendum restates 
the definition without reference tothe question of dominance. . This omission 
undoubtedly should bé: corrected. The addendum goes on to set up additional 
-eriteria for the petroleum‘refining industry and for construction. It would be 
desirable to establish additional criteria for architect-engineering services, con- 
sulting services, private-utility services, and others. In the absence of such 
criteria, procurement personnel have no guidelines for handling these situations. 
I would suggest that individual criteria be established or, at least, that a catchall 
provision be included in thé regulation. 

, The provisions of the proposed regulation ‘also seem to me to raise several 
questions. regarding the revision of size standards. It would seem to be very 
desirable to include the criteria jn the regulation which are used in establishing 
the various size standards... For all ‘practical purposes, the size standard is the 
definition.. In view of, this situation, omission of the criteria seems to me to raise 
a question as to whether’ or not a' small-business definition has actually been 
established. Further, if requests in writing that..size standards be revised are 
going to intelligently set forth the facts*necessary te support’ the requested 
revision; it seems imperative that the basis for establishing the size standard be 
made a matter of record. I suggest, therefore, that the regulations include a 
statement, which sets forth’ the basic formula for making size standards de- 
termination. 

Further, on the matter of prac ticability of administering the proposed régula- 
tion, we have accumulated a /little practical experience. As a result of several 
* questions raised by Representative Multef during our testimony last March be- 
fore Subcommittee No. 2, we conducted a trial run of the industry-by-industry 
definition concept in the procurement offices of a principal AEC cost-type con- 
tractor. The results of the test run indicate that the administration of such a 
definition was possible but considerably more time consuming than has been 
the case in administering the current definition. For purposes of the test, we 
used the SBA financial assistance definition. For your information, a copy of 
our letter to Representative Multer regarding the matter is enclosed. 

On the matter of adherence to the terms of the small business definition which 
, appears in the Small Business Act, I am sure that you and the members of your 
staff have given the matter a lot of consideration. However, I do not believe 
that the proposed regulation is consistent with the terms of the statute. Fur- 
ther, although.,the House, committee appears to favor an industry-by-industry 
definition, I would .be surprised. to learn that it also favors a partial discarding 
of the criteria of dominance in the operation of the definition. 

Heretofore, the size standard has operated as‘a preliminary screening device 
nd the principal test has involved the question of dominance.. In the. proposed 
regulation the principal tests for all firms with a greater number of employees 
than the size standard will be the size standard alone, without reference to the 
question of dominance. I discussed the proposed schedule A at some length 
with Jim, Mills of your staff. He tells me that the formula for establishing size 
standards has to set them at levels so that a certain number of concerns are 
classified “big business” despite the fact that’ they are not dominant in their 
fields of operation. I understand that the decision to set the size standards at 
levels which throw a certain number of nondominant concerns into the category 
of ‘big business, is based on the interpretation of the statute that small-business 
coneerns must nondominate but that concerns that are nondominate are not 
necessarily small business. _ The soundness of this interpretation ‘seems question- 
able to me for the following reasons: 

1. The size status of a concern which has more employees than the size stazid 
ivrd is détermined, without reference to the’question of dominance. This ar- 
rangement seems to me to constitute a disregard for the question of dominance, 
and thérefore to conflict with the terms and intent of the statute. 

2. A concern’s right of appeal regarding its status would appear to be denied 
since the only thing that the industry can appeal is the size standard rather 
than its individual status.as a'small business. Further,-there is no longer a certi- 
fication procedure except in the case of.an appeal. 

3. The proposed definition appears to substitute a size standard for the statu- 
tory definition of siall business. rather than to establish a detailed definition 
which, supplements statutory definition. 
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4. It might be argued that the more detailed definition referred to in the defi- 
nition has been accomplished in terms of the criteria, including number of em- 
ployees enumerated in the definition of ‘not dominate in its field of operation.” 
This seems to be rebutted by the fact that where the number of a concern’s em- 
‘ployees exceeds the size standard, the relationship of number of empldyees to 
dominance will not be considered at all. As a result, the question of dominance, 
as a practical matter, will not be a part of the definition. 

5. It seems contrary to the terms of the statute to establish a criteria which 
is operative with reference to one group of firms and inoperative with reference 
to another group. — . | 

In view of the foregoing, I would like to suggest a restatement of the general 
definition of small business for purposes of Government procurement as follows: 

“For the purpose of Government procurement; any concern is classified ’s a 
small business which, together with its affiliates, does not employ more persons 
than the employment size standard for the particular supplies or services tu 
be procured as set forth in schedule A hereof ; or:(2) is not dominate in its field 
of operation.” 

Enclosure: Copy of letter to Representative Multer. 
|, Fepruary 10, 1958. 
Hon. ABRAHAM J. MULTER, 

House of Representatives. 

Dear Mr. Mutter: During our last ‘appearance before Subcommittee No. 2 
of the Select ‘Committee on Small Business, Howse of Representatives, you 
asked whether or not it would be any great burden to require AKC contractors ' 
and subcontractors to report’ the exact number of their, employees. You-also 
expressed the thoughts that we actually want to fihd out what is small busi- 
ness; and that we are not concerned with labeling small business, using 500 
employees as 8 gage, and saying that, on this basis, small business gets 50 
percent of an agency’s work. 

In order to pursue this matter, we asked a contractor that operates one of the 
principal AEC plants to conduct a test run on’its purchases over a 2-week 
period. The purchases’ considered. numbered 850 and the concerns involved 
were classified as Small business aceording to 2 formulas: (1) the actual nuniber 
of people employed with reference to the sliding scale small business definition 
employed in the.SBA loan prdégram; and (2) the current 500 employee defini- 
tion which was established by SBA for procurement purposes. 

The purchases considered did: not include orders placed with Government 
agencies or nonprofit institutions, actions ‘which involved -a decrease or “no- 
charge” and small purchases against monthly blanket orders. The ‘results of 
the study are as follows: 


Actions classified according to SBA procurement definition : 
Small business : 
Number 
esi de ce cities aches thesteivircos atin andl de ele tin Gab datas Susanne gee $371, 341, 
Big business: ‘ 
Number ; 357 
I ister sienna Selec ic cacti teeta ceca aed $560, 590 
Actidns to small business (percent) HR 
Dollars to small business (percent) 
Actions classified according to SBA loan definition : 
Small business : 
Number 
I hte S icccinudieehaieeeanl sal lineata acetal option aque Cobia $226, 
Big business : 
Number 364 
NI ai ih spade telat cl alma $705, 872 
Actions to’ small business (percent) 57 
Dollars to small business (percent) 24 


The net change in the number of actions was small (7 or 1.4 percent), -which 
were shifted from.the small to the large business column by using the loan 
definition while the decrease in the number of dollars awarded to small business 
was substantial ($145,000 or 40 percent). It was estimated .that. at least 10 
percent of the concerns involved were thrown into a different classification. In 
someé instances companies were Classified’ as both smal] and lange. 
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With reference to your specific inquiry, we are of the opinion that it would 
not be too burdensome to ascertain the actual number of employees of con- 
tractors and subcontractors. However, we are also of the opinion that utilization 
of the information in a small business definition comparable to the one employed 
by SBA for its loan program would represent a substantial burden. We base this 
conclusion on the fact that the study required approximately 40 man-hours and 
involved considerable reference work relative to the SBA loan definition schedule. 
Undoubtedly, ‘the time involved in the collection of actual employee statistics and 
the use of a schedule in actual practice would be somewhat less than the time 
required for the study. ‘However, the additional time required would be sub- 
stantial. 

The study also demonstrates that we can anticipate a very small change ‘in the 
number of firms classified as small business and a.substantial change in the 
volume of dollars awarded to small business. In this instance, seven concerns 
originally classified small business received 40 percent of the dollar value of the 
total awarded to small business and the average value of the awards is $21,000. 
The remaining 60 percent of the dollars awarded to small business was divided 
among 486 concerns and the average value of these awards was about $500. 

It could. be inferred that, since‘ the 486 small-business concerns received only 
24 percent of the total awards on the basis of the loan definition, these concerns 
_ are not getting'a fair share and that use of the more involved small business 

definition ‘is: necessary ‘in order to achieve corrective action. We do not feel 
that this follows. The opportunity. to increase, the dollar volume of awards 
to the snialler small businesses in terms of awards with an average value such 
as $500 is limited because inevitably the capability of -these firms to handle 
awards of a dollar magnitude that would materially increase their share of the 
total dollars awarded is also limited. 

It is our opinion that, insofar as, AEC procurement programs are concerned, 
if an open-door participation policy is maintained, it.is immaterial whether the 
dividing line between small and large business is a sliding scale or some finite 
number of employees, such as 500, across the board. The share received by the 
small concerns will correspond to their capability. If we decrease the size of 
thé firms classified as small, the volume of awards they can handle and the share 
of the total awards they receive will be smaller... The reverse will be true if 
the size standards-are increased. 

We conclude that, irrespective of the: small business definition employed, the 
problem is to maintain or increase the small business share with reference to 
a suitable norm for the definition in use. If the share decreases; the appropriate 
course of action, in our opinion, would be to pinpoint the specific reasons and 
to take corrective action. 

I hope the foregoing will be,helpful to you. 

Sincerely yours, 
JOHN A. DERRY, 
Director, Division of Construction and Supply. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D.C., February 20, 1958. 
Hon. WENDELL BARNES, 
Administrator, Small Business Administration, 
Washington, D. C. 


' Dear Mr. Barnes: This will acknowledge receipt of your memorandum of 
February 13 to the Interagency Task Force Committee on Procurement Size 
Standards, attaching the proposed revised Small Business Size Standards Regu- 
lation. 
I have read this regulation carefully, and have no comments to offer. 
Sincerely yours, 
CHARLES A. RICHARDS, 
Director, Office.of Small Business. 
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SECURITIES AND ExCHANGE COMMISSION, 
Washington, D. C., March 11, 1958. 
Hon. WENDELL B. BARNES, ; 
Administrator, Small. Business Administration, 
Washington, D. C. 


Dear MR. BaRNEs: Thank you for your-memorandum of February 13, 1958, 
informing me of the proposed size-standard changes. I have reviewed: the 
material forwarded by you relative to size standards for Government procure- 
ment. However, in administering the securities acts, we, have not had an op- 
portunity to become familiar with the problems of small business as related tor 
procurement by the:-Government. Consequently, I do not think that any comment 
by this office on the advisability of adopting these changes would be helpful to 
you. 

Sincerely yours, : ' 
THOMAS G. MEEKER, General Counsel. 


“ 


VETERANS’ ADMINISTRATION, 
OFFICE OF ASSISTANT ADMINISTRATOR, 
Washington, D. C., March 13,,1958. 
Hon. WENDELL B. BARNES, 
Administrator, Small Business Adeiitemaneie) ' 
Washington, D. C. 


Dear Mr. Barnes: We have reviewed ‘the proposed revised small-business 
size-standards regulation which you forwarded: with. your memorandum of 
February 13, 1958, and we feel that the use of industry standards as'a gage of 
small-business, eligibility is equitable and .will undoubtedly result in a more 
effective apportionment of awards to qualified firms. 

Sincerely yours, 
‘JAMES N..O’NED, 
Director, Supply Management Service. 


(Reference to the following will be found on p. 600.) 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
(SUPPLY AND LOGISTICS), 
Washington, D. C., May 27, 1958. 
Hon. Joseru’'S. Ciark, Jr. 
Chairman, Subcommittee on Small Business, 
Senate Banking and Currency Committee. 

Dear SENATOR CLARK: In accordance with the permission granted the l)epart- 
ment of Defense during the hearings of your subcommittee on Friday, May 23, I 
state for the record the opposition of the DOD to that portion of H. R; 79638 
which would require the Small Business Administration fo change its present 
definition of a small-business concern for the purposes of Government procure- 
ment. The criteria used-by SBA ‘under the terms of the present law to define 
small business have been thoroughly tested in operation and found to be, both 
fair and workable. The present law is: sufficiently flexible so that, under its 
terms, SBA has established individual standards:in 17 industries, Which stand- 
ards deviate from the 500-employee criteria. ~The present standard is well un- 
derstood, and the facility with which.it may be applied makes it an effective 
tool for assisting small business. 

The DOD considers that either an. industry-size standard or a commodity- -size 

standard would impose:a substantial burden upon the small-business effort and 
upon the activities of the DOD. We join very fully in the objections SBA has 
stated to the use of-an industry-size standard for procurement. With‘ respect 
to the use of -a commodity-size standard, we file with this letter:a statement’ sub- 
mitted today to Subcommittee No. 2 of the.House Select Committee on Small 
Business. This statement sets out thé objections of the DOD. to the proposed 
commodity-size standards submitted by SBA to the DOD and other Government 
departments and agencies for comment. 
Sincerely, yours, 
PERKINS MoGurre, 
Assistant Seer sbeiia of Defense (Supply and Logistics). 








® 
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STATEMENT OF Hon. PrrKIns McGuire, ASSISTANT SECRETARY OF DEFENSE (SUP- 
PLY AND LOGISTICS), BEFORE THE SUBCOMMITTEE No. 2, HOUSE SELECT COMMITTEE 
ON SMALL BUSINESS 


Mr. Chairman and members of the committee, I appear today in response to 
an invitation from the chairman, issued on behalf of the subcommittee, to testify 
concerning the. proposed revision of the small-business definition for procure- 
ment purposes. The invitation states that the hearings will be held to de 
termine whether this new revision follows the congressional intent. 

At the outset, I read as part of my testimony a copy of my letter of March 31, 
1958, to Hon. Wendell Barnes. _ It is as follows 


“MR. WENDELL BARNES, 
“Administrator, Small Busine &s Administration. 

“Dear MR. BARNES: Referetice: is made to your memoranduin. of February 13 
1958, to members ‘of the Interagency Task Force Committee on Procurement 
Size Standards, attac ‘hing a proposed revised small-business size standards regu- 
lation. 

“T realize that the intense interest in the subject of small business definition 
has caused. you and your staff to explore every possibility for action in this area. 
However, we in the Department of Defense have concluded that adoption of the 
standards furnished to us with your February 13 memorandum would pose 
numerous and substantial administrative problems to the Department of. Defense 
and would probably have a detrimental, effect on the DOD small-business pro- 
gram. Our view is based in part upon the proven utility of your present defini- 
tion, which was drafted ‘by a ‘task force of the procuring agencies: I[t is well 
understood by contracting officers and businessmen, and has proven both prac- 
tical and fair. 

“The more specific reasons for our concern respecting the proposed multiple 
standards.are as follows: ; 

“1. The proposed revision to the small’ business size standard regulation in- 
volves the use of a business census-type list of products to establish size of a 
small concern.' While the ‘list of products covers some military items, there are 
a great many which it does not cover... There are far more military items which 

‘are not covered than there are total items in the list which is incorporated in 
your revision. With respect to items not included in your product list, the con- 
tracting officer and industry are given no product classificdtion or clearly defined 
standard of guidance. 

“2. Contracting officers, in procurements of items not included in the list, 
may well reach different conclusions respecting the maximum size of small 
businesses. The result of such differences would be that particular firms 
might be declared ineligible to participate i in another set-aside procurement of an 
identical item. . 

“3. The proposed definition would require contracting officers to review and 
sereen each item on every. procurement. A large number of our procure- 
ments have more than one item. Such‘ procurements, therefore, could have 
items on the same invitation for bid carrying separate size classifications. 
The review, classification, and increased mechanical workload, would place 
a‘heavy administrative burden on: contracting officers. We believe this -pro- 
\posed definition cannot be adininistered with the present number of employees 
in: the procurement field. 

“4. Use of the proposed definition w ould render the keeping of statistics more 
difficult than at present. The change of criteria for the definition’ of small 
business would make comparisons.of progréss in. this field difficult. 

“5. We are deeply concerned about the difficulties which a multiple standard 
would irhpose upon prime contractors, who are attempting to carry out a sound 
small-business subcontracting program. They would, apparently; face most of 
the problems which our contracting officers would have, without the facilities 
which contracting officers might rely upon: for assistance and classification. We 
believe the effect of this revision upon our subcontracting program would be 
most detrimental and would increase. the cost of Government contracting. 

*6. Except for companies employing less than 250 persons, it would be diffi- 
cult for a firm to feel confident of'its exact size classification as a long-range 
matter, since the ¢lassification might vary with the items upon which the 
firms wished to bid,.and the maximum size of the companies entitled to bid 

-on a-procurement will not be known until a copy of the invitation for bid or 
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request for proposal has been received. This would make it difficult for busi- 
nesses to so plan their operations as to maintain a small-business status. 

“7, The revision does not appear to establish a procedure whereby the con- 
tracting officer may call upon a Small Business Administration representative fir 
assistance or joint action in determining the maximum number of persons 
permissible in a company qualified to participate in set-aside procurement. The 
quality of the cooperation we have received from Small BusinessAdministration 
is such that we believe the result indicated above was not intended, and proper 
implementing procedures can be agreed upon, but we call the matter to your 
attention.in order that it may receive your consideration. 

“We appreciate the diligence which has gone into the draft submitted to us, 
and commend the willingness of Small Business Administration to explore with 
an open mind the possibilities of improving its’ present procedures. However, 
we hope that the studies which have been made as a result of ,the circulation 
of the proposed revision will lead to the conclusion that the present definition 
of small business, which has served ‘so well, should be retained: It is our 
belief that continuation of the present definition will be much more beneficial, 
both to the Department of Defense and to that large portion of the business 
community with which we contract, than adoption of the multiple-standard 
revision. 

“Sincerely yours, , 
“PERKINS McGUuIRE, 
“Assistant Secretary of Defense (Supply and Logistics) .” 


I consider the letter a sound statement of our position. I) recognize that our 
letter is based upon practical considerations which have to do with getting 
a good job done for small business’. I am familiar with section 203 of the 
Small Business Act, and with the definition of small business adopted by the 
Small Business Administration for procurentent purposes. I know that the 
general purpose. of the Small Business Act is to assist small business. 

In view of the overall purpose of the law I ‘have mentioned and of this com- 
mittee to assist small business, I hope ‘that you will consider very carefully 
the practical difficulties which we feel we will encounter if we are asked to 
adopt the :proposed multiple-product standard. 

If adopted, the proposed revision, would have, its chief effect in the contracting- 
officer’ activity of the military departments. Because of this, I consulted with 
representatives of the Army, Navy, and Air. Force respecting, the proposed revi- 
sion in advance of writing Mr. Barnes on March 31. ‘We hive also consulted 
together respecting ‘the committee’s invitation to the military departments to 
submit statements. The military departments have furnished ,me with memo- 
randums setting forth in detail some of the results which they apprehend would 
flow from the adoption of the proposed revised sizé standards.. These memo- 
randums, which are filed as part of my statement, contain examples illustrating 
the administrative difficulties which would be created if the proposed standards | 
became effective. These difficulties would not be contined to the military depart- 
ments, but would impede the efforts of small businesses, themselves, to share 
military procurement. ‘ 

Here with me tdday are representatives of the military departments. I liave 
asked these gentlemen to accompany me i order that. they might assist me in 
answering questions the committee might lige to,ask,with tespect to the ‘proposed 
revision. 

We in the Departmentiof Defense are trying very hard to develop and strengthen 
our small-business program. The character of modern weapons is such that 
many problems are met as wé attempt to make it possible for,small business to 
have a fair share of the Nation’s defense work. .We know the members of this 
cominittee fully share our desire:to bring small business into full participation. 
We want you to know of our sincere conviction that:adoption of the proposed 
standards would impede not only our own efforts but the efforts of small business, 
itself. ; 


DEPARTMENT OF THE ARMY STATEMENT REGARDING THE, Propdsep Revisep SMALL 
BUSINESS Size STANDARDS REGULATION 


1. The multisizé standard definition would introduce a number of administra- 
tive complications. It is believed that these are so numerous and so serious that 
they would tend to delay procurement and to undermine departmental  enthu- 
siasm for assisting small business. ‘T'he following: difficulties are visualized. 
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(a) A contracting officer would be unable to determine to which companies 
invitations for bids could properly be sent in connection with a procurement 
under joint determination because of the difficulty of accurately classifying the 
companies astoindustry.. — 

(b) The proposed, multisize standard contained in title 13, chapter II, part 
103, section 103.3 and schedule A would, if applied to procurement, reduce the 
standard from 500 to 250 in more than 300 categories of industry, representing 
approximately 70 percent, and increase from 500 to 1,000 in approximately. 60 
categories, representing approximately 11 percent. The categories unchanged 
would be in the neighborhood of 100. The number of firms per category is 
vastly higher in industries composed of small units as compared with those 
comprised of large units. . It is therefore possible that application of. this pro- 
posed definition would exclude many more firms with from 250 to 500: employees 
‘ from the classification of small business for every 1 firm which would be added 
in' the category ‘of 500 to 1,000...Many of the firms traditionally considered 
* “small” under the present definition used by the Department of the Army would 
consider the new definition unjust. 

(ec) The number. of procurements in which a contracting officer could con- 
scientiously concur in a proposal to place it under joint determination would 
probably be sharply reduced because (i) the population of small business would 
be reduced and the remaining small firms would less frequently be sufficient in 
_ number to assure adequate competition, and (ii) the administrative difficulties 
mentioned in paragraph (@) above’ would deter him. A decline in joint deter- 
mination would be taken.as an unfriendly development ‘in. the Gover nment small- 
business program. 

(d) The Department of Defense subcontracting program provides for company 
programs under Which prime'‘contractors will maintain records of their sources 
which meet or do not meet the Department of Defense definition of small busi- 
ness, and the present definition is ‘cited. Further, the military departments have 
indoctrinated their primes over a substantial period in the desirability of placing 
business with firms under 500 ‘employees. A multisize standard such as pro- 
posed would require the prime contractor to classify all suppliers by product 
and/or industry and assign. them size status accordingly, as well as being in- 
formed on their size from period to period. It is believed that such an admin: 
istrative burden would be unacceptable to the prime contractors,. and that the 
effort to assist small business at: ‘the subcontract level. would be set back by such 
a definition. 

(e) A company submitting a: bid or proposal would necessarily have to certify 
that it is or is not sniall business by the standard set forth:in the proposed 
regulations... The Department of the Army is in no position to police such 
certifications and it would be an insurmountable research and police action for 
the Small Business Administration provided SBA were to ‘be responsible for 
verification of certifications in doubtful cases. f 

(f) The proposed multisize standards are obviously “arbitrary” in selecting 
250, 500, 750, and 1,000.. The usage of 500 has led to the general acceptance 
of business firms to be fair. The proposed change would open the door for a 
demand from every industry that ‘the standard or size assigned to it is not 
a fair one. 

(g) Under the proposed revised regulation, procurements presently being made 
would have to be split in order to group items wherein the size standard was 
common to all. This could: mean many, many more smaller contracts and 
increased administrative costs. 

2. Based on the aforementioned and supported by the attached examples, the 
Department of the Army recommends that no change should be made to the 
present definition which would disrupt or. jeopardize the entire existing effort 
to assist small businéss. In addition, no change ‘should be effectuated which 
does not have the possibility of benefiting small firms. 


DEPARTMENT OF THE ARMY, OFFICE'OF THE ASSISTANT, SECRETARY (LOGISTICS) 


EXAMPLES RELATING TO PROPOSED SMALL BUSINESS SIZE STANDARDS REGULATION 


1. Manufacturers of radar equipment and radar testing equipment are in 
many cases one-and-the-same. The new definition classifies ‘‘small” radar equip- 
ment manufacturers at less than 750 while small manufacturers of radar testing 


2 
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equipment are classified less than 500, This is no burden to the’'Army, provided 
there is no set-aside for small business. However, adopting the proposed defi- 
nition, it might well negate the set-aside program or cause two procurements 
to be solicited rather than one, thereby reducing competition and ruling out the 
most reliable and low-cost producers. 


2. Nomenclature descriptions in schedule A dre in conflict, consequently, create 


questions of applicability and call for a decision which should not be that of 
the contracting officer. 


| SIC code Description, : | Size stand- 
| ‘ } : ard 


————- | — SS 


| 
3312 | | Axles, rolled or forged_#_- 
3391 | Railroad axles, forged 
2029 | Ethlené glycol _ 4 
2829 | Antifreeze compounds. 


i | 


3. Item to be procured—Concertina wire: 


SIC code ? Description Size stand- 
‘ 


3489 | Barbed wire from purchased wire 

3392.| Wire, ferrous and nonferrous. _ _- 

3489 | W bt roducts made from wire, e xce spt insulated wire or nails or ‘spikes (wherever 
e@)_. pA DBE iad Species pign sama 60Npbde+an ase shee 


4. Item to be procured—Tractor, track'laying.with bulldozer attachment: 


SIC code | ; Description Size stand- 
| ard 


ee ee eee ee 


3531 Bulldozers (construction and mining machinery) 
3521 | Tractors, agricultural, garden, and construction 


5. Item to be purchased—Bulb, electric, 100 watt : 


— — “ 2 


SIC code | Description Size stand- 
; | ard 


3651 Bulbs, electric light (complete) r =" 


3651 Electric light bulbs, complete! _ __. Ae ; posi resnenaptln oe ee hae 


6. Items to be purchased—Cultivator : 
SIC code * Description | Size stand- . 


3522 | Cultivators (agricultural implements) 
3522 | Farm machinery and equipment, except tractors. 


7. ‘Item .to be purchased—Pipe, wrought : 


SIC code Description ‘ Size stand- 
ard 
} 


a ‘ 
3393 | Wrought pipe and tubes: welded, lockjoint and heavy revieted (wherever made) | 
3312 |, Wrought pipe and tubing made in steel works or rdiling mill... -..-.+----- 


t 
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8. Page 5, SEC Codé No. 1922, “Ammunition loading and assembling plants, 
over caliber .60.”" This is a Government-owned plant, not a product. 

9. Page 82, SEC Code No. 1951,.“‘Gun sights, caliber .60 and under’; SIC Code 
No. 3831, “Gun sights made in optical plants”; SEC Code No. 1911, “Gun sights, 
over caliber .60.” The size standards should be identified only by item—not by 
condition regarding where they are made. 


+ 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, May 28, 1958. 


Memorandum for the Assistant Secretary of Defense (Supply and Logistics). 

Subject : Proposed revision of the definition of small business; Navy position on. 

Eniclosures: (1) ONM memo of April 26, 1957, to ASTSECDEF (S. & L.), sub- 
ject: Request for Information by House Small Business Subcommittee on 
Government : Proctirement; (2) ONM" memo of March 10, 1958, to 
ASTSECDEF (S. and L.), subject: Comments on Proposed New Definition 
of Small Business Based on Product Procured. 

1. This is in response to the request of your Small Business Director for a sum- 
mary of the Navy’s views on, including examples of any problems: that might 
result from, adoption of a proposed revision, of the definition of small business 
for the purpose of Government procurement, initiated by the Small Business 
Administration (SBA). It is understood that you haye:agreed to make a con- 
solidated statement on this subject, for the Department of Defense, at hearings 
to be: held on May 27 and June 3 and 4 before Subcommittee No. 2 of the House 
Select Committee on Small Business. ‘My small-business adviser has informed 
me that you desire,to have appropriate Navy representatives accompany you 
to the hearings at.1400 on June 3, who would be prepared to discuss, upon 
request of the committee, specific problems that could result from the adoption 
of this definition: 

2. The Navy subscribes fully to the contents of your letter of March 31, 1958, 
to the Administrator of SBA setting forth the objections of the Department of 
Defense to the proposed new definition of small business. Enclosures (1) and (2) 
represent previous comments of the Navy on a proposed definition of small 
business involving multiple size standards. This memorandum will supplement 
these comments. 

8. Under the new proposed definition of small business, concerns would be clas- 
sified as large ér small dependent upon the employment size standards assigned 
to the particular product to be procured. The employment size standards for 
approximately 6,000 products, furnished in the form of a schedule by SBA, would 
be used by contracting officers in making size determinations for individual 
procurements. ; 

4. It is the Navy’s view that the beneficial effects of.a more accurate definition 
of small business, providing for the application of multiple employment size 
standards, would be more than offset by the serious operation problems and 
additional costs involved. It is also my opinion that the administrative diffi- 
culties involved in implementing this definition would impede our efforts to make 
a maximum number of small-business set-asides and otherwise provide maximum 
procurement assistance to small-business concerns. 

5. If the proposed definition were put into effect, a determination as to the 
applicable employment ceiling would have to be made for each procurement. 
‘The only possible exceptions would be those procurements that are clearly unsuit- 
able for performance by small business (where it is known that all potential sup- 
pliers, or the sole source, have more than 1,000 employees and would. not fit 
under small-business ceiling). This would represent a clerical burden only, if 
all procurements could bé processed in a routing manner.” However, serious 
problems will arise when the item to be procured does not fall readily into'a 
product category, is not listed in the schedule furnished by: SBA, or when 
the procurement ‘covers several items representing different product categories. 
Information received from the Navy’s purchasing activities indicates that there 
will be a substantial number, of such cases. _ 

6. For example, frequently naval purchasing activities include a number of 
items in a single procurement, such items representing the requirements of one 
particular activity or the items making up or relating to one piece. of equipment. 
An éxample of items of different commodity categories included in one procure- 
ment are the following: Aluminum house trailers, air conditioners, furniture, 
and accompanying technical and maintenance manuals ; metal and wooden furni- 
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ture; and various types of bearings. Any single size standard applied oe pro- 
curements of this nature would be subject to dispute. These’ multiple-item 
procurements are economical of time and money, since’ they require a single 
mailing, a single abstract, fewer contractual documents, and can even be the 
means of securing lower prices in some cases, where a supplier will offer a better 
price on condition he be awarded several items‘or the entire lot. It is therefore 
to the advantage of the Government to continue this procurement practice. Yet 
it can readily be seen that to try to apply the new definition to procurements 
governing various product categoriés would be hopelessly complicated, if not 
impossible. 

7.. In other cases the procurement may cover only one item, but that item may 
be difficult to classify. For example, the SBA listing includes automobile 
steering mechanisms but makes no mention of steering mechanisms for ships. « 
The contracting officer would have to make a decision as,to whether the employ- © 
ment size standards for automobile’ steering mechanisms should be used or 
‘ whether the procurement should be delayed pending development of a new size 
standard for ship steering mechanisms by SBA. The fact that it may be possible 
to point out the proper classification in this case and similar ones does not solve 
the problem, if the operating personnel, who must apply this definition, find it 
confusing and unworkable. It may also be expected that there will be difference 
of opinion on the part of suppliers, with the possibility that ceilings applied may 
later be questioned by dissatisfied bidders with resultant delays in the procure- 
ment process. 

8. Of even greater significance is the fact that the listing submitted by SBA con- 
tains very few military type items procured by the. Navy. Implementation 
of the new definition would have to be postponed pending conclusions of “dis- - 
cussions between the Navy ‘and SBA relative to the establishment of appro- 
priate size classification for the many items not listed in the exhibit furnished 
by SBA. In addition, the: size standards used by SBA for many military 
products are considered to be unrealistic and should be revised., For example, 
the size standard of 250 for, boatbuilding (S. I. C. 3782) unfairly excludes 
many small boatbuilders currently producing minesweepers and landing craft 
whose employment ranges between 250 and 300 employees. 

9. It is also pertinent to mention that items procured by the Navy are cata- 
loged under Federal Supply Classification (F. S.C.) groups and classes rather 
than under Standard Industrial Classification (8S. I. C.) numbers. In order 
to insure accuracy and uniformity with respect to the determination of small 
business employment size standards for’ individual procurements, it would be 
necessary to set up a cross index for approximately 1,200,000 items, listing the 
appropriate F. S.C. and §S. I. C. numbers for each item. The magnitude and 
cost of the effort to establish and maintain such a listing-are self-evident... — 

10. In the procurement operation after the employment ceiling is known, the 
next problem will be to determine whether the item is suitable for performance 
by small business, and if so, whether'a small business set-aside should be con- 
sidered. It will, of course, be necessary to know whether any potential suppliers 
of the item qualify as small business, and, if’so, whether there are a sufficient 


number to justify a small business set-aside. Bidders’ lists which now indicate -- 


merely whether a firm has fewer than 500 employees would have to be re- 
vised to show the number of employees of each firm so that its small business 
status can be determined. The number of bidders’ lists maintained by major 
purchasing activities and the numbers of firms on those lists would make this ° 
a formidable task. For example, the Aviation Supply Office purchases 300 
F. 8. C. classes of material which are divided into 1,591 categories with a sep- 
arate bidders’ list for each. ‘These lists contain 16, 500 names, representing 
5,500 different firms, of which 4,950 are manufacturers and 550 are dealers. 
The Navy Purchasing Office, New York, has 453 bidders’ lists.. These lists contain 
20,000 names, representing 5,700 different firms. ' It is doubtful that these pur- 
chasing activities could undertake such a workload. Yet until such revisions 
were made the entire small business operation would be handicapped. Not 
only would it be difficult to screen procurements for possible small business set- 
asides, but once a small business: set-aside had been made, there would be the 
problem of how. to limit solicitations to small business concerns. The main- 
tenance of such lists after the initial classification process would present an 
additional and considerable administrative butden. | 

11. Mr. I. Maness, Counsel for the House Select Committee on Small Business, 
has suggested, that the Navy give consideration to inclusion in its statement 
comment on the current definition of small business as it affects petroleum re- ' 
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finers. Inasmuch as the Navy has not participated with SBA in the formula- 
tion of this definition, it is not believed appropriate to include comment thereon, 
particularly in the light of the fact that there are differences of opinion within 
the petroleum industry concerning the equity of this definition. The Navy will, 
however, have available at the hearings a representative from the Military 
Petroleum Supply Agency who will be prepared to answer any pertinent ques- 
tions on this subject that may be raised by the committee. 

12. A listing of Navy representatives who will be present to assist you at the 
hearings to be held on June 3 will be furnished to you at the earliest practicable 
date. 

F. A. Bantz, 
Assistant Sec retary of the Navy (Material). 


Memorandum for the Assistant Secretary of Defense (Supply and Logistics). 
Subject ; Proposed revision of the definition of small business; Navy position on. 


_Reference: (a4) ASTSECNAV Memo of May 23, 1958 ; same subject. 


1. In response to a request made by your Office, the following information 
is furnished to supplement the illustration of anticipated problems, contained 
in reference (a), that, would be encountered in! the event that a new multisize 
standard definition of small business was adopted. 

2. Paragraph 6 of reference (a) relates to three invitations for bid. The 
first invitation, which will. shortly be issued, calls for the procurement of alumi- 
num house trailers with furniture and‘ air conditioners completely installed 
therein. | These trailers will be used for recruitment purposes. It is not con- 
sidered ‘to be in the best interests of the Navy to make separate procurements of 
these items because of added administrative costs and the need for an additional 
prime contractor or the Government to provide the required assembly. The 
difficulty ‘in classifying this procurement stems from the fact that the trailers 
could be classified under ‘Trailers, motortrucks” with a size standard of 500 
or “Trailers, automobile” with a size standard of 250. The furniture, which can 
be either metal or wood could fall under the ‘size standard of 500 or 250 and the 
air-conditioning unit’ call for a 750 size standard. The difficulty in assigning one 
size standard to this procurement is manifest. 

8. The second example concerns the procurement under one invitation for 
metal and wood furniture. Metal furniture may fall under a 250 or 500 size 
standard whereas the size standard for wood furniture is 250. 

4. The'third example ‘relates to the, procurement of various types of bearings 
under one’ invitation. Ball.and roller bearings are purchased under a 750 size 
standard where the size standard for other types. of bearings are 250 or 500. 

5. The minesweepers and landing craft cited for illustrative purposes in para- 
graph 8 of reference (a) d6 not exceed 105 feet in length and would properly 
be classified under “Boatbuilding and repairing” (250 employees) rather than 
shipbuilding and repairing (750 employees). There are many boatbuilders cur- 
rently producing small minesweepers and landing craft, whose employment level 
ranging between 250 and 500 would unfairly exclude them from a small business 
size classification. 

6. If the proposed definition were adopted, there would be many instances 
where the same company would alternately be classified as large or small de- 
pendent upon the product procured. ‘This change in size classification would 
‘occur despite the fact that actual employment in each instance could be. constant. 
‘There are many companies producing. for the Navy various types of electrical 
and electroni¢ items. One, supplier, having 617 employees, is currently pro- 
ducing items falling under the product category of electrical appliances (750 
size standard) and electric intercommunicating systems (500 size standard). 
This supplier would be classified as small business when we procured electrical 
appliances and large business ‘when. we procured intercommunicating systems. 

7. As indicated in reference (a), there are many military items procured by 
the, Navy for which no size standards have been developed by the Small Business 


‘Administration. These items include missiles and components thereof, boosters 


and sustainers, ground handling equipment for aircraft, synchromechanisms, 
countermeasures equipment, radiation monitoring systems, and air traffic control 
devices. 

8.°The absence of ‘size standards for many of the items which we procure 
could result in delays in procurement and the compilation of inaccurate statistics 
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on the extent of small business participation.in Navy procurement. Because of 
the adoption of a different basis for classifying small business, it would also 
not be possible to compare statistical awards to small business during the current 
year with awards made to small firms in prior years. In the field of subcon- 
tracting, it would be virtually impossible to obtain statistical data on subcontract 
awards to small-business concerns. Few prime contractors would be willing ‘to 
undergo the additional expense of maintaining records on subcontract’ awards 
to small concerns which require the assignment of different size standards for 
each product or service procured, Without'size' statistics on subcontract awards,: 
the effectiveness of the subcontracting programs of',our’major price contractors 
could not be evaluated and thére would be a corresponding diminution in a 
prime contractors’ incentive to make maximum utilization of small firms as 
subcontractors. © 

9. If this new definition were adopted, there would be many instances where an 
item to be procured could be assigned to, more than one product category, each 
having .a different size standard. For example, signal generators could be 
classified under generating apparatus and parts (750'size standards), signaling ., 
apparatus electric (500 size standards), or a new classification “Electrical test 
equipment” which is not presently inchided in the schedule furnished by the 
Small Business Administration. Each one of these classifications could be sup | 
ported aud any decision niade could be subject to protest by bidders and offerers. 


APRIL 26, 1957. 


Memorandum for the Assistant Secretary of Defense (Supply and Logistics). 

Subject: Request for Information by House Small Business Subcommittee on 
Government Procurement. ' 

Reference: (a) Assistant ‘Secretary of Defense (Supply and Logistics) memo of 
April 15, 1957, same subject. 

Enclosures: (1): Listing of Navy ‘small-business specialists and industry co- 
operation representatives as of January 1, 1957; (2) listing of Navy small- 
business specialists and industry cooperation representatives as of January 
1, 1954; (3) implementation of instructions and directives. 


1. In response to reference (a), enclosures (1) through (3) are forwarded. 

2. The Navy strongly opposes any proposed transfer of its small-business 
specialists to the Small Business Administration (SBA). The military depart- 
ments have been directed by specific legislation (Public Law 1028, 84th Cong. 
(10 U. C.) ch. 187, and Department of Defense, Appropriation Act, 1957) to 
afford oahn concerns an equitable opportunity to obtain a fair ‘share of defense ‘ 
procurement. This responsibility has heretofore been effectively discharged by ' 
the establishment of a Navy small- business program w hich has been implemented 
primarily by, Navy small-business spec ialists in purchasing activities and industry 
cooperation representatives in general inspection .officés. The means of effective: - 
implementation of this. responsibility for helping small business, assigned to 
military departments by the Congress, would be abrogated by,. the’ proposal to 
transfer the Navy's small. business organization to SBA. It is further considered 
contrary to the fundamental principles Of sound. organization and procurement, 
to delegate complete authority for formulating military small- -business policy to 
SBA, an agency. which has no responsibility for obtaining timely delivery of 
defense material from qualified suppliers at the lowest cost. 

3. The Navy small-business specialists, while retaining independenc e of action, 
are.an integral part of the procurement organization of their respective activities. 
Because of their close working relationship with procurement and _ technical 
personnel, they have a better understanding of procurement policies, procedures, 
and problems than SBA representatives who do not ‘occupy this organizational 
position with its attendant advantages. The proven ability, experience, and 
qualification of military small-business personnel benefit not only the Government 
but also small-business firms who receive the best available advice and assistance 
in participating in Navy procurement and resolving procurement problems. 

4. The Navy Department has 13 full-time and 73 part-time small-business 
specialists,-and. 55 part-time industry cooperation, representatives. -It would be 
administratively impossible to transfer to SBA such part-time small-business per- 
sonnel or the appropriations which contribute to that part of their salary related 
to their small-busines duties. Further, even though such transfer was. possible, 
many of the personnel have indicated that they would not.wish to transfer to 
SBA and as a result, their small-business experience would be lost: té the Govern- 
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ment. To replace part-time Navy small-business personnel with SBA representa- 
tives, who could not perform many of the collateral duties currently assigned 
to Navy small-business personnel would unduly increase governmental costs 
without commensurate benefits accruing to small-business concerns. 

5. It is not considered desirable to place small-business specialists under the 


‘direct supervision of the departmental small-business adviser. The small-business 


specialists’ effectiveness in helping small business stems to a large extent from 
the fact that they report directly to and have the complete support of the head 
of the pufchasing activity to Which they are assigned. As a result of this unique 
organizational position, they are able to obtain maximum cooperation and 
assistance from the procurement and technical personnel of their activity. Sinee 
many of these small-business specialists are assigned to activities throughout 
the United States, the head of each purchasing activity is better able to evaluate 
performance and accomplishment of his small-business specialist, and if neces- 
sary take appropriate corrective action with respect thereto, than the small- 
business adviser in Washingtén who is primarily concerned with the development 
and modification of small- business policy. At the present time, the departmental 
small-business adviser jhas, ready access to' and communicates frequently with 
individual small- business specialists. whd obligate more than 80 percent of the 
Navy’s procurement dollar. ' Transfer of small-business specialists to the direct 
supervision of the depdrtmental small-business adviser is not considered to be 
administratively feasible or desirable. In reply to your specific inquiry, such 
action, howeVer, would not increase or decrease the number of required small- 
business specialists. 

6. The question has been raised as to the Navy’s position on the use for pro- 
curement, purposes of the multi-industry standard definition of “small business” 
proposed by the House Select. Committee on Small Business. It is our under- 
standing that this prdposal. provides that all concerns having less than 250 
employees would generally. be classified as..‘‘small business” and all concerns 
having more than 1,000 employees would automatically be considered as large 
business concerns: Firms having employees between 250 and 1,000 would be 
considered as large or small, dependent upon various employment size standards 
specified for each industry. It is considered that adoption of this proposal would 
considerably extend the time required to, process a procurement because of 
inevitable delays resulting from inherent difficulties in determining the appro- 
priate industry and size standard applicable to a firm producing a variety of 
products in different industries. 

It is anticipated that-many firms will be unable to make the determination as 
to their appropriate industry ‘without lengthy consultation with the Small 
Business Administration and that such determinations when made by business 
firms will be frequently. protested,’ appealed, and referred to SBA for lengthy 
review and resolution ; 

7: Since military procurement of. commodities frequently does not follow indus- 
try lines, under the proposed definition in ‘a given procurement, we could have 
certain inequitable situations where a firm having 300 employees would be 
considered large and a firm in another, industry having 800 employees would be 
considered small. This’ situation could prevail despite the fact that both firms 
might be suppying the product of an industry which was not the basis of either 
firm being classified “large” or “small.” Further, a multindustry standard defini- 
tion for ‘‘small business” would be detrimental to the military departments’ 
program for encouraging maximum subcontracting to small business. Military 
prime contractors would be extremely reluttant to .make the necessary costly 
effort to determine the primary industries ‘of their subcontractors in order to 
classify them as large or small. Without size statistics we would not be able to 
evaluate properly the effectiveness of subcontracting programs on behalf of 
small. business. 

8. In-view of the above, the Navy stron; ely opposes the application of a multi- 
industry standard definition of “sm: alt business” to its procurement operations. 


R. L. Swarr. 


MARCH 10, 1958. 
Memorandum for the Assistant Secretary of Defense (Supply and Logistics) 
Subject: Comments on Proposed New Definition of. Small Business Based on 
Product Procured. 
1, In response to a verbal request made on March 6, 1958, by Mr. L. C.:-Ethridge 
of the’ Office of the Assistant Secretary of Defense (S&L), the following com- 
ments relative to the proposed new definition of small business are furnished. 
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2. The Small Business Administration proposal provides that, for the purpose 
of Government procurement, any concern which together with its affiliates is not 
dominant in its field of operation shall be classified as a “small business concern” 
if it does not employ more persons than the employment size standard for the 
Particular product or service to be procured, as set forth.in an attached schedule. 
The employment size standards for individual’ products, as indicated in the 
attaehed schedule, range from 250 to 1,000 employees. 

The Navy strongly opposes this proposal for the following reasons: 

(a) Anticipated delays in processing of procurements because of difficulty in 
determining the appropriate ‘size standard classification for a partic ular military 
product. 

(b) Anticiapted need for lengthy consultation and nesuibectinl with the Small 
Business Administration to resolve contractor’s Appeals and to classify properly 
military products, particularly ‘new ones, under the appropriate size standard. 

(c) The difficulty of determining appropriate, small business size standards 
under an invitation for bids or requests for proposals specifying two or more 
products having different Standard Industrial Code (S. I. C.) numbers and 
varying small business size standards. 

(d) Inconsistencies and inequities from a situation’ where a contractor would 
be alternately considered large business and then email business dependent upon 
the term being .procured. 

(e) No provision has apparentiy been m: lle for.size classification of prosper tive 
researe h and development contractors. 

(f) Prime contractors, who have been urged by: the military departments to 
place a maximum number of subcontracts with small business, would be ex- 

tremely reluctant because of the costs involved to‘maintain records of size stand’ 
ards. The ensuing loss of interest of prime contractors in subcontracting to 
small concerns because of difficulty in conipiling statistical records on subcontract 
awards would vitiate the effectiveness of the défense small-business subcontract- 
ing program. 

3. Because of the limited time afforded to this office to furnish the above com- 
ments, it is requested that the Navy be given a further opportunity at a later 
date to make additional comments on the proposed new definition if the Small 
Business Administration does not abandon such definition. , 

‘ E. M. Faaan, 
Assistant Chief of Naval Material . (Procurement). 


DEPARTMENT OF'THE ATR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, May 23, 1958. 


Memorandum for Assistant Secretary of Defense (Sipply and Logistics). 
Subject: Proposed Revision of the Small-Business Definition for Procurement 
Purposes 

1. This memorandum is forwarded to you pursuant to our agreethent and in 
accordance with the procedure adopted for the presentation of the position of the | 
Air Force to Subcommittee No. 2, House Select Committee on Small Business, 
concerning “the proposed revision of the small- business definition for procurement 
purposes.” 

2. The Air Force objects to the proposed revision on the ground that it is 
neither practical nor feasible for use within. the Air’Force because it would place 
an undue administrative burden on the personnel involved, lead to protests and 
disputes, delay our programs, increase our costs, and possibly result in a failure 
of the prime contractors and large subcontractors to support the defense sub- 
contracting small-business program. 

3. Under the present definition it is relatively simple to, identify the small- ' 
business firms. Under the proposed industry-by-industry definition the employ- 
ment size standard would vary ‘according .to the classification. Considering the 
large number of complex items which are being bought, reasonable people could 
differ in regard to the classification under ‘which an item would fall. ' The likeli- 
hood of this happening in a case where schedule A listed several alternatives is 
very real but in the case where no reference is made to the item in the schedule 
the classification would depend upon each individual contracting officer. This 
could result in a company being’ categorized differently by the Army, Navy, Air 
Force, and industry. Such a situation will be confusing and result in protests, 
disputes, inquiries, and investigations, all of which will seriously delay our 
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programs not only by delaying that particular procurement, but other portions 
of the program of which it is an:essential part. The administrative burden 
through all echelons is apparent. 

4. Under the present definition, it is relatively simple to bring a small-business 
man together with the Air Force contracting office of one of our air materiel 
areas or depots through our. small-business representative of one of our 18 
air procurement districts. The applicant makes out his application for inclusion 
en the bidders list on the SF 129 on which. he states the number of persons 
employed ; he consults the commodity lists of the several air materiel areas or 
depots ; lists the items, in which he has an interest, on AF'PI Form 24 and sends 
them to the purchasing activity and/or activities. Under the proposed definition 
it would be necessary to subdivide this system, or at least note by cross reference 
the particular items as well as the employment size standards. 

5. The air procurement district is also. a'main point of contact between the 
prime contractors and the sibcontractors. In order to effectively perform its 
function it must be able to bring these two types of contractors together. To 
do this under the proposed definition would require an elaborate system of cross 
reference by item and firm. Possibly the use of electric machine systems would 
be necessary. Even then our. small-business representatives would, depending 
upon the employment size standard, refer a company to a prime contractor or 
a large subcontractor as small business on one occasion and exclude that same 
business concern from consideration on another occasion. The adverse possi- 
bilities are innumerable. The cost of the prime contractors of keeping account 
of who is large business and who is small business would be excessive and dis- 
courage them from supporting the small-business program. 

6. In view of the fact that this information would be fed into the several 
air materiel areas and depots from the air procurement districts, and in view 
of the further fact that the small-business concerns would be contacting these 
air materiel areas and depots directly, this voluminous information would have 
to be filed and kept up to date at those installations also. A survey at the 
Middletown Air Material Area, Pa., indicates that the 34 buyers for prime 
procurement would require the assistance of, at least, 5 additional personnel 
to “screen” for classification by the proposed method. 

7. The Air Force is convinced that what is true for the Air Force would also 
be true for industry generally. We are engaged in a vigorous campaign to cause 
our’ contractors to cut costs. This is happening at a time when the quest for 
Government business is becoming increasingly competitive. It is entirely pos- 
sible that if this proposed’ definition is adopted the defense subcontracting 
small-business program,. which includes not only the prime contractors but sub- 
contractors having subcontracts in excess of $1 million, will be adversely 
affected. 

8. The arguments set forth above are equally applicable to the definition of 
a tionmanufacturer because that definition is.in turn tied to the product or 
service of a small business. 

9. The Air Force fails to see how the proposed definition could be applied in 
the research and development field. 

10. Attached hereto as enclosures are. three samples which demionstrate some 
of the difficulties which would be experienced. 
von ‘Dupitrey C. SHARP, 
Assistant Secretary of the Air Force. 





Requirement to buy: Docks, maintenance, aircraft 
Brief description.—This is'a structural steel and sheet metal structure, up to 
200 feet wide, erected at air, bases to enclose the major portion of an aircraft 
undergoing periodic maintenance. 
Schedule A references — 
Page 44: No “construction” code applicable. 
Page 26 SIC Code 3441: Buildings, prefabricated and portable, metal, 
No. 250. - (Neither this or other building codes on p. 26 appear applicable.) 
Page 54: No docks listed. 
Page 109: No maintenance listed. 
Comment.—IFB No. 33-600—-58-170 was issued by Hqs AMC on February 12, 
1958, for 37 USAF maintenance docks (type MB-3A) at 14 AF bases. 
This IFB was designated by AMC as total set-aside for small business. 


———————————— 
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One hundred and twelve sources were solicited; sixteen responded. The low 
bidder was nonresponsive, his employment: figures were 60; the second low 
bidder, who was successful, employed 380. people. : 

On May 9, a we issued another IFB for 25 MB-3A docks, large, 200 feet. 
On May 16, 1958, we issued another IFB for 19 docks, small, MB—12, 150 feet. 
If the proposed po ep had been in effect it is conceivable that the contracting 
officer would decide that the employment size standard set forth’on page 26 
of schedule A was applicable for the small docks. This would automatically 
eliminate the firm which was the low bidder on the last go-around. We could 
also have decided that the employment size standard for the large docks was 
750. If he had had the, power to make this latter decision when we made the 
original purchase: for the large docks hé would have eliminated the complaint 
of a company. which was barred from the procurement on the ground that it 
was big business and which had become big business because of its working on 
similar items for. the Air Force. 


Requirement to buy: Landing control set, trailer mounted (AN (M PN-I1)) 

Brief description.—This is-a small, mobile control tower, with about 40 square 
feet of space. It is enclosed in glass, mounted on a truek. Its princiyal equip- 
ment is radio transmitters and receivers, including generators, eleetrical equip- 
ment, and lighting. 

Schedule A references.— 

Page 101: Landing, no applicable classification. , 
Page 104: Lighting, no applicable classification. 
_ Page 147: Radio, standard, 750. 
Page 60: Electronic, no applicable standard. 
Page 185: Trailers, motortruck, 500. 
Page 78: Generators, 750. , 

Comment.—In view of the fact: that schedule A does not have such an ‘item 
listed each buyer must review the principal components of the end item’; research 
schedule A to see which classification most nearly approximates the main eom- 
ponents and make an arbitrary decision as to which stardard applies. It is 
conceivable that one contracting officer would say that 500 was the standard and 
another say that 750 was the standard. This could result in a protracted, dispute 
which would delay the procurement. 


Requirement to buy: Multipurpose servicing unit 

Brief description—This is a motor vehicle which carries both alternating cur- 
rent and direct current generators: a gas turbine compressor for low pressure to 
start engines; a high pressure air compressor; and air conditioner of 15-ton 
refrigeration capacity. It isalsoa truck used for towing. ° 

Schedule A references.— 

Page 192: Vehicles, motor, 1,000. 

Page 187: Trucks—the standard varies from 250 to 1,000, but there is no 
appropriate classification. 

Page 185: Tractors, industrial, 250; tractors, truck (for highway ‘use), 
1,000. ' 

Page 78: Generators, 750. 

Page 43: Compressors, 500. 

Page 3: Air conditioning, 750. 

Comment.—This is another instance where the item is not listed in schedule A, 
Reasonable persons could differ on the proper classification. 

Requirement to buy: Noise suppressors, jet engine ; 

Brief description.—These devices are adjusted against the exhaust end of 
jet engines so as to suppress noise while engines qreé.run up on the ground. 
One type is 75 feet long, 20 feet wide, and 29 feet high. 

Schedule A references.— 

Page 121; No “noise” listed. 
Page 176: No “suppressors” listed. ' 

Comment.—Whether these items are bought by the services or by. prime 
contractors or. large subcontractors, the judgment of the. individual making 
the purchasing will have to be relied upon. Many ether similar examples present 
themselves such as: Engine rollover ring; flight Ssbnulgtor; portable jet-engine 
test stand: runway, overrun barrier :. and <filter meter hose cart. 
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The appropriate acenttaniten into which any of these would fall would de- 
pend: upon the. judgment, experience, and detailed information in the hands 
of the buying personnel: at the time of the execution of the contract. It is 
probable that several reasonable persons could decide to place the same item 
into different categories. 


annie OF ADOERION Aly ADMINISTRATIVE BURDEN 


‘Under the terms of the oi dial definition, a contractor who desires to have 
his name placed on the bidders list goes to either an air procurement district, 
an Air Force depot, or an air materiel area and fills out two forms, One of 
these is known as the standard form 129. On this form, plus other information, 
he sets forth the number of persons employed. The other form is known as 
the Air Force procurement instruction form No. 24. On this form, the con- 
tractor lists the items which he is capable of manufacturing. If the system 
is mechanized, these’ forms are forwarded to a clerk who, using a key-punch 
machine, punches this information into a punchcard (machine accounting). 
It is then forwarded to Statistical Services, which organization integrates it 
into the bidders list. If the system is a manual system, this information is 
broken down by commodity code (usually an industry classification ) and for- 
warded to the several buyers. The decision as to whether or not a company 
is large business is normally able to be made by the clerk who receives this 
information at the purcliasing activity. 

If the proposed definition were adopted, this clerk. would no longer be able 
to make this: decision. The information would have to be forwarded to the 
buyers, who would have to research schedule A and, based on their knowledge 
of the article, decide into which classification to place it. If the item was 
not listed in schedule A, each buyer would have to decide the classification on 
an individual basis. This screening process of each individual item would-be 
time consuming. Many questions would, necessarily, be referred to the field 
for checking by the air procurement districts before a decision could be arrived 
at as to classification. 

After qualified personnel made the decision in regard to classification, the 
information would ‘then be sent back to the clerk, who would then proceed to 
punch ‘it into the mechanized system. This system would have to be changed, 
on a onetime basis, to utilize the new standards. This would be a difficult 
but not an impossible task.. The undue administrative burden would fall on 
the buying personnel. They could not assume this additional burden and _per- 
form their present tasks on a timely basis. Therefore, additional, highly quali- 
fied persons would be needed. 

The above-described situation would be true if the system were mechanized. 
If a manual system were in use, a check with the several places in the field 
reveals, it could not be done. It would be necessary to introduce a mechanized, 
machine-accounting system. 

In this connection, the 18 air procurement district offices maintain their 
sources lists either on a McBee key sorter system or on a manual basis. No 
study' has been conducted in this area, but an informal inquiry: to several of 
these offices indicates that completely mechanized systems would have to be 
devised. In any event,. much correspondence would be generated between the 
air. materiel areas and the district offices, because the decision as to which 
classification was, to be used would rest with the buying activity. 


(The following was received for the record :) 


NATIONAL SCIENCE FOUNDATION—-SOME BACKROUND INFORMATION. BEARING UPON 
SCIENTIFIC RESEARCH AND DEVELOPMENT IN THE UNITED STATES AND THE ROLE OF 
SMALL BUSINESS THEREIN 


oaarees I, SCOPE AND MAGNITUDE OF SCIENTIFIC RESEARCH AND DEVELOPMENT IN 
THE UNITED STATES 


A major aspect of American culture and technology in recent decades has been 
’ the growth: of research and development in the natural sciences. Scientific re- 
search and development is becoming increasingly essential to industrial progress, 
generally, and to survival with respect to competing establishments in certain 
industries. Likewisé,’the role of the Federal Government in science generally, 
and research and development. specifically, has enlarged greatly since the begin- 
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ning of World War II. The universities continue to play a very, significant role 
in the conduct of fundamental research upon which ultimately depends applied 
research and development and, consequently, technological progress. 


A. Hrpenditures for research.and development 


The National Science Fouridation undertook a group of surveys on expendi- 
tures for ‘research ’and development conducted by organizations in the various 
sectors of the national economy, using the year 1953 as a starting point. A’ gen- 
eral review of the findings of these surveys is contained in Reviews of Data on 
Research and Development, December 1956, and included as appendix A to this 
report. Among the more significant findings were the following : 

1. That $5.4 billion were spent on the conduct of research and development'in 
the natural sciences in the United States in 1953. This figure, which does not in- 
clude expenditures for capital equipment (see Facilities, in section B, below), 
was,. roughly, 1.5 percent of the gross national product of $363.2 billion for the 
same period. 

2. As indicated in table I, below, the Federal Government and. industry- 
oriented organizations together provided more than 95 percent of the financing 
of research and development. Funds from the university and other sectors were 
less than 5 percent of the total. 


TABLE I.—The 4 sectors as sources of research and development funds and-as* 
research and development performers, 1953 ‘(preliminary ) 


As sources of research | As research and devel- 
| and development funds opment performers 
Major sectors 


| Millions of | Percent of | Millions of | Percent of 





dollars total | dollars total 
Federal Government agencies - - $2, 810 52 $970 18 
Industry-eriented organizations - - 2, 370 44 3, 870 72 
Colleges and universities - i30 3 460 9 
Other institutions _-. 50 1 70 1 
Total... 5, 370 | 100 | 5, 370 | 100 
t | | 


NoTE.—Detail may not add to totals because of rounding. Percentages are calculated on the basis of 
unrounded figures, 


3. On, the other hand, with respect to the pérformance of research and 
development, regardless of sources of financing, industry-oriented organizations 
accounted for almost three-fourths of the total. 

4. The role of the university as a performer of research, though significant, 
is dwarfed in dollar terms by industry and the Federal Government; as a source 
of funds, it is insignificant. 

5. Finally, more than.half of the funds for, research and development came 
from the Federal Government. Chart 1 below indicates the flow of Federal funds 
into research and development’as of 1953, with 54 percent going to’ industry. 
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FLOW OF FEDERAL FUNDS INTO 
RESEARCH & DEVELOPMENT, 1953 


TO FEDERAL 
AGENCIES 


TOTAL 
FEDERAL 
FUNDS 
1953 


$2.81 billion 


COLLEGES & UNIVS! 109% 





Source: Nationul Science Foundation 


The foregoing indicate the approximate niagnitudes of expenditure for scien- 
tific research and development in the various sectors of the economy. Ensuing 
sections of this chapter will treat upon capital facilities and scientific and tech- 
nological manpower required and utilized for research and development. 
Research facilities 

As the pace of technological advance quickens, the problems and subject mat- 
ters to which scientific research is directed become imcreasingly complicated, 
requiring increasingly complex and expensive instruments,and equipment. The 
concept of a scientist using only his brain and simple homemade equipment 
has been outdated as a generalization. Without doubt, the speculative capacity 
of the individual researcher remains, and will continue to be, the most powerful 
ind fundamental instrument of researcli. _However, much of the spectacular 
scientific advance of recent years has been possible only through the utilization 
af complicated large-scale.équipment, unkriown in decades past. 

It is, therefore, apparent that research is becoming increasingly dependent 
upon powerful, complex, and specialized types of research facilities, equipment, 
and instruments; and ‘it is. likely that the future progress of research, will be 


b 
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accompanied by an increasing ratio of the cost of tools to the cost of manpower, 
Production of: necessary particles for research in nuclear physics, for example, is 
dependent upon ‘equipment ‘such as the nuclear accelerator and the reactor, 
both elaborate devices: Research. and engineering in many fields is dependent 
upon electronic computers for the solution of complicated or extended problems 
requiring weeks, months, or years with mechanical calculators. Biological re- 
search is requiring electron microscopes "which can make visible cellular ar- 
rangements and fibrous tissues not observable through conventional optical 
microscopes. .Practically all areas of the physical and biological sciences are 
characterized today by an accelerating development of.instrumental techniques 
permitting types of measurements and precisions which were not known a few 
decades ago. This progress has been possible only through complex) and ex- 
pensive instrumentation. As the rate of, technological advancement rises, the 
amount and quality of research that is performed in many areas | is limited by 
the sheer expense of such instruments. 

In essence, the foregoing boils down,to the fact that the, conduct of research 
and development in the United States by any agency, firm, or other organization 
frequently requires large capital outlays for facilities and equipment. This is 
especially true in large-scale applied research and development projects in the 
fields of nuclear energy, aeronautical engineering, and weapons systems. Data 
are not at hand as to the magnitudes ‘of capital outlays being made by private 
industry for research and development. The presence of an upward trend is also 
suggested in the Directory of Industrial Research Laboratories of the United 
States published by the National Academy of Sciences-National Research Council.’ 
In 1950, the NRC Directory showed 3,333 laboratories of 2,845 companies. The 
1956 canvass showed 4,834 laboratories and 4,060 companies. 

With respect to the university sector, preliminary returns from a survey of 
college and university physical facilities conducted by the Office of Education 
indicate planned outlays for undergraduate science laboratories in the néxt few 
years in an order of magnitude of around $300 million. The National Science 
Foundation has estimated that college and university requirements for graduate- 
level ee eae ies and spec ialized research facilities associated therewith. will 
require é capital outlay in the range of $500 to $700 million over the next 3 to 
5 years. 

With respect to research’ facility.-outlays of the Federal Government, more 
data are available. Shown in table II are obligations of the Federal Government 
for scientific research and development, broken down between the actual conduct 
of research and development and capital outlays for research and development 
plant. 


C. Manpower 


In addition to the two resources necessary for. the performance of research 
and development discussed above—money and physical facilities—a third and 
most important of ¢ considered. The shortage of 
highly qualified scientists and engineers inthe United States is well known. 
Relevant to'this report is the manner in which this scarce resource is deployed 
among the various sectors of the economy and especially within industry. On 
the basis of preliminary information from studies of the National Science Foun- 
dation,’ it appears that there are now about 250,000 persons employed at the 
professional level in the natural scienées. Nearly two-thirds of them are em- 
ploxed by private industry and about one-fifth each by higher educational in- 
stitutions and by Federal, State, and-local agencies of government. Chart 2 
portrays this deployment with respect to principal fields ‘of science. 





‘Industrial Research Laboratories of the United States, 10th edition, National Academy 
of Sciences-National Research Council publication ‘379, W ashington, D. C., 1956. 


*Trends in the Employment and Training of Scientists and Engineers, National Science 
Foundation, May 1956. 
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TABLE II.—Obligations of the Federal Government for scientific research and 
development, fiscal years 1948-58 * 




















[Millions of dollars} 

Percent fo 

Total scien- | Conduct of Increase of total going 

Fiscal year tific research | research and | research and | into increase 

and develop- | development | development | of research 

ment plant ? and develop- 

ment plant 

(1) (2) (3) (4) 
ee Se Sead oscncmeie lite creseiirab nina tinh 868 777 91 10 
tn Th db chatidadile db tide wide svebidcddandse : 1, 105 938 167 15 
Geil ecLUE Dh eseatecteoe eaniiaie ; om 1,176 973 203 17 
Siecle Misdtaeiciemy ind tins ciate 1,812 | 1, 482 330 18 
Rees. <.- é‘ ae ies 2, 195 1, 887 (307 14 
1953_...... ae ; bode 2, 148 | 1, 900 | 248 12 
Bie ddia U5) 144 <iinenteonnee venedeiuneanetee . 1, 900 1, 744 156 ~ 
1955_.... cdi ek : | 2, 094 1, 887 207 | 10 
1966 9a en ste nen nnn 2, 590 2, 205 | 385 15 
ssc ecb wie Specie. 2, 737 | 2, 382 355 13 
a eth aliAitasEiaciedn es denen ~-qeeciensh , : 3, 345 | 2, 910 435 13 
} 





1 Except where otherwise indicated, data shown in this table are drawn’ from. Federal Funds for Science 
V—tThe Federal Research and Development Budget (National Science Foundation). Funds for collec- 
tion of general-purpose statistics, previously included in this series, excluded from conduct of R. and D. 
in all years. Data also exclude pay and allowances of military personne] in research and development. 
Although such amounts are shown in the above-mentioned sdurce for fiscal years 1955, 1956, and 1957, 
estimates are not readily available for the earlier years and have therefore been excluded from the current 
estimates in order to present a consistent series. 

2 The term “Increase of R. and D, plant’’ represents where funds are made available for physical facilities 
such as land, buildings, or equipment, whether real or personal property, where the primary intent is to 
enlarge the capital plant available for scientific research and. development, regardless of whether the plant 
item is to be used by the Government or a private organization, and regardless of where title to the 
property may rest. 

3 Estimated. 

4 Net budget expenditures as estimated in special analysis I-of the President’s budget for fiscal year 1958, 


Norte.—Detail will not necessarily add to totals because of rounding. 





we Se ee ee 


Swe Se 


CREDIT NEEDS OF SMALL BUSINESS 701 


CHART 2 PRIVATE INDUSTRY EMPLOYS MORE THAN 1/2 OF OUR SCIENTISTS 
AND ENGINEERS 
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Except for astronomers and biologists, private industry is the largest employer 
of natural scientists. Among the, various fields, industrial employment ranges 
from about 90 percent for metallurgists to approximately 15 percent for astron- 
omers. Government, on the other hand, is the largest employer of biologists. 
About three-fourths of the estimated 700,000 engineers in the United States are 
employed in private industry; about one-fifth work for governmental agencies 
of all type; and probably 2 percent, or less, are employed by colleges and 
universities. 

In its surveys of research, and development in industry, the National Science 
Foundation found that more than 550,000 engineers and natural scientists were 
employed in January 1954 in the surveyed industries. As indicated in chart 
8, the proportion of scientists and engineers engaged in research ‘and develop- 
ment was the highest in the aircraft industry, and:the lowest in primary metals, 
nonmanufacturing, and unclassified industries. 


Chart 3 PROPORTION OF SCIENTISTS AND ENGINEERS ENGAGED 
IN RESEARCH AND DEVELOPMENT,IS HIGHEST IN AIRCRAFT INDUSTRY 


PERCENT OF SCIENTISTS AND ENGINEERS. JANUARY 1954 
INOUSTRY 0 0 20 30 40 50 60 70 80 90 woo 
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CHAPTER II. RESEARCH AND DEVELOPMENT CONDUCTED BY SMALL BUSINESS— 
EXPENDITURES INCURRED AND MANPOWER EMPLOYED 


The 1953 survey of research and development in United States industry pro- 
duced several significant findings with respect to the role.of small business in 
the conduct of research and development in the United States. These findings 
indicate that! research and, development is not confined by any means.to the 
larger corporations. ‘On the other hand, they do indicate, as might be expected, 
that: relatively gréater emphasis is placed. upon research and development by 
large companies than by the small establishments. The survey results which 
bear upon the distribution of research and development performance and man- 
power by size.of firm are discussed in detail below. 

A. Expenditures for research and development 

Slightly m@re than 15,500 companies conducted research and development in 
1953—exclusive of firins with less than 8 employees and also exclusive of com- 
mercial and medical laboratories; scientific and engineering consulting firms, 
and a few other types of private businesses outside the scope of the survey. 
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This estimate of the number of companies engaged in resedtch and development 
is far above the top figure suggested by the most comprehensive previous’ data— 
primarily because ‘this survey included a sample of small firms which’ were 
inadequately represented in earlier statistics of industrial research activities. 


Chart 4 PROPORTION OF SMALL COMPANIES WITH RESEARCH AND DEVELOPMENT 
PROGRAMS VARIES AMONG INDUSTRIES—NEARLY ALL LARS COMPANIES 
HAVE SUCH PROGRAMS 


COMPANIES CONDUCTING RESEARCH AND DEVELOPMENT AS PERCENT 
INDUSTRY OF ALL COMPANIES IN GIVEN INDUSTRY AND SIZE GROUP. 1953 
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As shown in chart 4, the great majority of companies. participating in research 
and development are small, Of the nearly 14,000, manufacturers with research 
and development programs in 1953, about 86 percent had: fewer than 500 em- 
ployees. However, asthe chart also shows, ‘the proportion of companies con- 
ducting research and development rises as sharply from one sized group to the 
next as the absolute number declines. Whereas only 8 percent of ‘the manu- 
facturers with. 8-499 employees did research and déyelopment work: during 
19538, nearly 95 percent of those with 5,000 or more employeés had research and 
development programs. As ‘chart 4 also indicates, the proportion of Small com- | 








704 CREDIT NEEDS OF SMALL BUSINESS 


panies (8-499 employees) with research and development programs varies greatly 
among industries. 

When actual expenditures for research and development are analyzed, how- 
ever, the concentration of research.and development effort in the large companies 
becomes much more apparent. As chart 5 indicates, large companies bear a 
greater share of research and dev elope costs than of employment. 


B, Manpower. " 


How large a share do small companies have ‘in scientific and engineering em- 
ployment? Are scientists and engineers concentrated in large corporations to 
a greater or less extent'than workers in general? Than research and develop- 

xent activities? As cliart 5 shows, companies with 5;000 or more workers em- 
ployed ‘relatively more of the scientists and engineers in manufacturing indus- 
tries: (about three-fifths jn January 1954) than of all workers in manufacturing 
(about two-fifths). The proportion of the estimated total R. and D. cost for 
manufacturing industries accounted for by these large companies. was still 
greater (over two-thirds). In contrast, firms with 8-499 workers employed only 
one-fifth of the scientists and engineers and accounted for one-tenth of the R..and 
D. cost, although they employed over one-third of all workers in manufacturing. 


Chért 5 LARGE COMPANIES HAVE GREATER SHARE OF 
RESEARCH AND DEVELOPMENT COST THAN OF EMPLOYMENT 


MANUFACTURING f PERCENT 
COMPANIES WITH ers vt 100 
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Source: Tables A-8 and A-20 
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‘Since this is the first time comprehensive estimates have been made of the 
distribution of scientific and engineering employment by size of company; there , 
is no evidence as to whether or not the moderate numbers of scientists and engi- 
neers employed in small companies reflect an upward or a downward trend in’ 
utilization of technical personnel by small business. The number of small com- 
panies employing scientists and engineers was substantial, however—much larger 
than the number engaged in research, though quantitative ‘estimates are not avail- 
able on this point. 

In general, small companies utilize relatively more of their scientists and engi- 
neers in nonresearch activities than large, corporations. Thus, the proportion 
of scientists and engineers engaged in research was approximately 81 percent 
in companies with 5,000 or.more employees, compared With 28 percent in those 
with 1,000-4,999 employees and slightly under 25 percent in those with less than, 
1,000 employees. This differential is one of the main reasons for the greater 
concentration of R. and D. cost than of scientific and engineering employment in 
large companies, but it is not,the only causative factor. : 

Chart 6 indicates the distribution of ‘scientists in various fields of scien¢e 
among companies of varying sizes. It will be noted that physicists are more, 
highly concentrated in large companies than any other professional group for 
which separate figures were obtained. Four out, of every five physicists in indus; 
trial employment were working for companies with 5,000 or more employees in 
January 1954, conipared with two-thirds’ of the matheniatics. and metallurgists, 
roughly, three-fifths of the earth scientists, engineers, and chemists, and not much 
more than two-fifths of the life scientists. 


Chart 6 LARGE COMPANIES EMPLOY FOUR OUT OF EVERY FIVE PHYSICISTS 
IN INDUSTRY—ONLY TWO OUT OF FIVE LIFE SCIENTISTS’ 


PERCENT DISTRIBUTION OF EMPLOYED ’ 
COMPANIES WITH... SCIENTISTS AND ENGINEERS. JANUARY 1984 PERCENT 


8-499 Employees 
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"CHAPTER III: RESEARCH ,AND DEVELOPMENT FINANCED BY THE FEDERAL GOVERNMENT 


As indicated earlier in this report, the Federal Government financed over 
half of ‘the research and development conducted in the United States in 1953 
and nearly one-half of R. and D."performed by industry-oriented organizations. i 
It is well to examine in some detail the Federal research and development budget 
in terms of the kinds of research performed within and outside the Government | 
with Government financing and the distribution of the latter category as between 
‘profit and nonprofit organizations. Table III sets forth obligations of the Fed- 

' eral Government for’ the conduct,of research and dev elopment in fiscal year 1957, 
distributed jby performance compvnent and agency. 

With respect to, Federal payments to educational institutions for the conduct 
of res¢arch and devolpment, no current data are available as to the distribution ! 
between basic research on the one hand and applied research and development 
on the other. However; estimates obtained from Federal agencies for 1953-54 
indicated the following distribution of obligations for research. and development 
at universities, including, agricultural experiment stations but excluding research 
centers patna by universities 'under contract with the Government. 
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For the major financer of Federal research and dev elopment, the Department 


: of Defense, the distribution was: 


Defense Dept. R&D 


Obligations at 
Universities 


Applied Res. 
43% 





For the Atomic Energy Commission, the distribution was: 
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at Universities 


Applied Res. 
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As inilicated in table TII, veuliniy onsite of total Federal obligations for 
research and development were made within the Federal research establishment 
itself with the other half being performed under Federal gratuit or contract outside 
the Government. , Of ‘the $1.3 billion extramural research and development, 
$417.6 million went to research centers owned by the Government but operated 
under contract by non-Federal ,organizations. Typically, these research centers 
are large installations which the Government chooses to have operated. by a 
contractor tather than by ¢ivil-service employees. A list of research centers in 
operation, as of Decethber 1956, is: shown in appendix B to this report. 

It is well to examine also the hature of the research and development which 
the Federal Government has.done under grant or contract, differentiating between 
defense and nondéfense research. ' This distinction is drawn because of the extent 
to which speed of:perforrnanice and urgency in terms of the national security are 
frequently, raised as factors tending to favor participation by large as contrasted 
to small organizations in'Government contracts for research and development. 
Arbitrarily, classifying the Department of Defense, Atomic Energy Commission, 
and the National Adyisory Committee for Aeronautics as defense and all other 
agencies as' nondefehse, a distribution of Federal obligations for 1955, 1956, and 
1957 is obtained as set forth in tables IV and V. 


TaBLée 1V.—Federal Government obligations for conduct of scientific research 
und development * 


(Millions of dollz — 

















Itent tenga lita lela igheneiectitaleanateiniale 

1955 19562 | = 19572 
agile a oe oo need —|-—-__—— 
Total conduct of scientific résearch and development... 2,045 | 2, 370 2, 551 
Intramural research and development 3!'. _. ila wlth webdetta dees Lest 950 | 1; 110 | 1, 216 
Extramural research’and development -:'. --;.-.- : 1, 094 1, 259 1, 336 
Profit organizations. .-- ~~ ....----.)-- . . 771 | 899 | 804 
Nonprofit organizations_.--~.-..--..- . -| 323 | 361 | 441 
‘Defense resear¢h, and development *-.... - ppoiberephene tials « 1, 825: | 2, 09% | 2, 206 
Intramural research and development a! a eee ae 813 |, 939 | 1, 017 
Extrainural research and development Pi deat 1,012 h 1, 155 | 1 189 
Profit organizations,‘ phciteistieael site eee 759 881 | 880 
Nonprofit’ organizations, . J Sah ob A 254 274 | 309 
‘Nondefense research and development.-._..-...-, Q 219 | 275. | 346 
* Intramural research and development. .u-. 137 | 171 | 199 
Extramuralresearch and development. ; i 82.| 104 | 147 
Profit organizations---- ,---1'.....--- see ie onl 12 18 | 14 
eT ithe oi tinncs ei ado te in bet dbittpapwel 70 86 | 133 


1 Data are based on obligations; excludé.any estimates of dink nt of Defense funds ‘for research and 
development from procurement: and production. appropriations. 

2 Estimatés; based’ on the Budget 'of the United States, 1957. 

3 Intludes'pdy and allowances of military personnel in the following amounts: (millions of dollars) 1955, 
157; 1956, 165;:1957, 169. 

‘Por this. purpose the National Advisory Committee for Aeronautics funds’ are included in ‘‘Defense 
research aid ‘developiiént.’’ These funds are distributed as follows (millions of dollars): 








‘ 





' | 1955 | 1956 | 1957 
anne pennpraresRamdraiai ie ncilenntbimiaciiatlieig tion a nn 
Total' conduct of research and development-- | 43 | 51 | 55 
Intramural research ‘and development-.----_-' 8 42 50 54 
Extramural, nonprofit organizations-.-._-..- - -| 1 | 1 1 





— 














In addition to the National Advisory ‘Committee for Aeronautics ‘‘Defense research and development” 
includes total amounts for.conduct of research and development as reported by the Department of Defense 
and Atomit Energy Commission. : 


NOTE.—-Detail will not necessarily add ‘to totals because of rounding: 
' Source: National Science Foundation. 





CREDIT NEEDS OF SMALL BUSINESS | 711 


TABLE V.—Percentage distributién of Federal Government obligations for — ‘ 
conduct of scientific research and development * 


— _ _ —— —— 

















t Fiscal years 
Itpm i cD ne Sli ye lM a 
' . ’ " ? . 
i 1955 19562 1957 2 
—_—— | | 
Total conduct of scientific research and development....- 100 1100 ! 100 
|__| + | OC 
Intramural research and development__.__.....!~----.---.- 47 47 | . 48 
Defense 3° -. seas bose Best les 40 | 40 40 * 
Nondefense. Lanai aa? , . are 7 7 '8 
Extramural research and development "84 vn 53 wer “82 
| ele ell = — ey et 
Profit organizations... _.-.--- o3 sehen 38} ' 38 af 35 
Defense #4... .. : 37 ) 37 35 1 
Nondefense. | 1 | 1 | 1 
Nonprofit organizations............-- pia” r 15 | oe a 
Defense 4... _.. si kaa ee eee, 12 | | ‘12 
Nondefense.-..........-. = ies 3 i 4) ' 8 





1 See footnote, table 1 

2 See footnote 2, table 1. 

§ See footnotes 3 and 4, table 1, 

4 See footnote 4, table 1. : 


NorTeE.—Detail will not necessarily add to’ totals because of rounding. 
Source: National Science Foundation. 


It will be noted that,the bulk of federally financed research and development 
falls in the defense category. Nondefense research and development totals 
only $346 million out of a total $2.6 billion for 1957, or about 12 percent. ‘Of 
this nondefense research..financed -by the Government, only $147 million is con- 
tracted out and of this. amount, $133 million goes to nonprofit organizations with 
only $14 million to profit organizations.. The significance of these data in terms 
of the problems confronting study group No. 6 is obvious. If it is conceded that 
the support of. research and development by thé: Federal Government at colléges 
and universities is in the national interest and, that the proportion of Federal ' 
grants and ¢éontracts for research and dévelopment which now go to universities 
should not be decreased in favor of, small profit organizations, then’ it“ would 
appear that the only significant area for increased small-business participation ‘ 
lies in the defense category. 'A further examination of table III. indicates that 
of the three defense agencies, the NACA performs practically all of its research 
within its own laboratories. It further indicates that of the extramural obliga- 
tions of the AEC for. fiscal year 1957 of $386 million, only $72 million, went to 
contracts with profit organizations, other than for,the management of the large 
AEC research centers. In other words, of $1.3 billion of Federal extramural, 
research, only ‘$86 million outside the Department of. Defense and large AEC’ 
research centers goes to profit organizations. 


IV. SUMMARY 


‘1. Scientific research and development is an increasingly significant aspect of 
the national economy and of American culture: j 

2. The conduct of research ‘and development is requiring increasingly large 
initial outlay ital outlays for‘ physical facilities and equipment and. in- 
vestments of working capital to assemble high- -priced scientific. and engineering 
talent. 

3. The need for research is not uniformly’ distributed over various companies 
disregarding size, value,: added labor intensity, kind of product, etc. ; 7 i. e., “the 
function of small business i is not necessarily to invent,” 

4. This raises the question as to the- proper share of small business in the 
Nation’s research activity. In no case need the share be constant for, different 
sizes of business. Thus small-bnSiness may well have more than its share in 
the production -of highly specialized, custom type of merchandise, and perhaps 
less than its equal share in the development of new technologies and new things, 
sources of eneray and processes in,general. 
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5. There is, surely, an jpaeaonn of break-even point for’ research activity ‘as 
there is for, other inputs. And, as in the case of other inputs, such break-even 
points depend not only on the size but also on the kind of business. For instance, 
a steel mill employing 500 people is a tiny operation ;.a lampshade manufacturing 
establishment employing 500 is: huge. Considerations of overhead costs are 
important ‘and they vary in turn With'size. It stands to reason that efficient 
research operation requires total operation on a level which can economically 
support high overhead resuiting, from such a research operation. 

6. Note also that if small business became thoroughly technologized, it prob- 
ably would be swallowed by large business unless it, itself, became large business. 
In, other words, certain economie and general circumstances need be preserved 
for the sake of préseryation of siiall business if preservation of small business 
is.a ‘desirable Zoal of economi¢ policy. In general, it is rather obvious that 
maximization of research butputs ‘by ‘the national economy is not necessarily 
reconcilablé with the equal, share ‘argument as applied to small business. De- 
cision, therefore, reed be,inade as’ to which of the two goals has precedence or, 
stated “less ' categorically, ‘the extent to-which and manner in which each of the 
goals is to’be modified in deference to the other. 

7.. The role of the Federal Government as a performer of research is a major 
one; as a supporter of research, its role approaches dominance (supporting, in 
19% 58, at least 40 percent of: researc ‘h performed by industry and over 60 percent 
of all research performed by, univ ersities). 

8. Performance of research by small businesses is’ widespread ; however, in 
volume of research performed, as measured in dollars, small businesses accounted 
for only .10spercent ofthe ‘total for'United States industry in 1953; as measured 
in scientific. and engineering. manpower, small businesses accounted for only 20 
percent—-both measurés in'contrast.to.approximately one-third of total industrial 
employment accounted for by. small businesses. 

9. Federa] contracts and supporting grants for research and development run 
to’ billion-dollat magnitudes, ($1.3 billion in fiscal year 1957). However, the 
question: of increased small-business participation therein appears to be con- 
fined largely tothe defense area; and within that area, principally to the Depart- 
ment of Defense; unless it is argued that nondefense research and development 

which:is ptesently primarily. confined to-Federal and: State Government labora- 
toties 'and universities’ and other nonprofit organizations should be shifted away 
from such institutions Over to sntall business. 


EcoNoMIC Factors AFFECTING THE CoNDUCT OF RESEARCH AND, DEVELOPMENT BY 
- SMALL BUSINESS FIRMS 


I. ECONOMIG, TRENDS IN THE UNITED. STATES AS THEY RELATE TO AND ARE AFFECTED 
‘BY RESEARCH AND’ DEVELOPMENT 


A. United States industrtal . technology has advanced to such a stage that 
continued progress in the production of new materials, devices, systems, methods, 
designs, and processes'is dependent upon intensive research and development. 

B. Consequently, research and’ development is becoming an increasingly sig- 
nificant aspect of the industrial economy and of American culture. 

C. In turn, research: and development is becoming increasingly essential to the 
survival oficompeting establishments in many industries. 

D. The advancement, of science is rendering more complex the performance 
of research; necessitating increased specialization of: research effort; fields of 
science continue to subdivide and specialize as new discoveries open up entire 
fields for further exploration and exploitation. This trend has been accompanied 
by increased reliance upon team: as contrasted to individual research. In other 
words, a research. problem frequently has facets extending into several different 
specialties. and subspecialties ; and in lieu of attempting to cover them with one 
or more “generalists,” 'a team of specialists is formed to carry out a coordinated 
attack on the problem, 

E. Likewise, as the subject matters to which research is directed become 
more complicated, the physical facilities and equipment required for research 
become commensurately complex; and it is likely that the future progress of 
research in'industry, as elsewhere, will be accompanied by an increasing ratio 
of the cost of tools (i. e., facilities and equipment) to the cost of manpower. 





q 
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F. Furthermore, at the present time, and for the immediate sidiie the supply 
of qualified research scientists and engineers“is not keeping up with the demand, 


’ with the result that not only.are higher salaries required to attract these per- 
sonnel but they are becoming more difficult to obtain,at any price. 


G. Therefore, the conduct of research, which with increasing frequency in- 
volves the establishment of a research organization or team consisting‘of high- 
priced and highly: specialized talent along with complex and costly facilities, is 
tending to.require heavy initial capital outlays.: More importantly, since re- 
search and development by nature is an overhead rather than ‘a direct manu- 


facturing expense, .a large income from sales is frequently a requisite justifi- ' 


cation for the ¢ onduct of research — development. | 


i 


Il. ECONOMIC AND OTHER F ACTORS AFFECTING THE CONDUCT OF RESEARCH AND DEVEL- , 


OPMENT BY SMALL BU SINESS FIRMS ty 
” 4 

A. As stated earlier, the establishment of a research and development organi- 
zation is requiring increasingly heavy capital outlays, which in turn usually 
requires a sizable sales volume to justify anil make possible such an outlay. A 

B. In addition, and regardless’ of financial, outlay required, a complicated 
fac ility ' or a ‘team of specialists frequently cannot ‘be utilized effectively or at 
anywhere near a full-time.basis by a single stall firm. ; 

C. Conseijjuently; small firms may, find it necéssary to “purchase” research 
from commercial laboratories, research institutes, and other organizations, in- 
cluding suppliés.of raw materials or semifinished products, rather than under‘ 
taking research and development within their own firms. 

D. However; the payoff of research is: tery frequently found in terms of 
complétely new, lines of inquiry which may be opened up in the course of'inves- 
tigating a particular problemi. ‘These discoveries upon further, pursuit may in 
turn, open up completely new materials, products, or ‘processes which after 
perfection and development constitute new product lines for the parent organi- 
zation. It is :for this reason’ that,many jarge firms Set aside a significant 
portion of their research and development budget for undirected or blue-sky 
research to be undertaken at, thé initiative of. the research and development 
department—with the.full confidence that over the Jong run the new knowledge 
gained will pay off,in terms of, new'or greatly improved products. , 

E. The purchase of research from other. organizations by small firms, while 
affording on a contractual basis, access to and sérvice by adequate research 
facilities and manpower, does not afford the payoff from byproducts of specific 
research projects which is ‘enjoyed by firms having adequate research and 
development organizations of their own. »Stated another way, ‘the cohduct of 
research ly. a firm tends to build up its scientific. capital; if the research is 
purchased, the scientific capital created through byproducts of research accrues 
to the seller rather than the purchaser of the research. 

F. Trade, associations, made up of both large and, small firms; perform a 
moderate amount of research, the results of which are, made available to mem- 


' bers. However, trade association research tends-to be' concentrated in problem 


areas not being covered, or not susceptible of being covered, by research activities 
of individual members.’: Consequently,'a small firm cannot necessarily depend 
upon the trade association for the performance of the same kind of research 
which isavailable to large firms through their own research and deyelopment 
departments. 

G. Financial exploitation of research results, often depends upon the patent 
system ; in fact, the purpose of the patent system is to encourage research and 
invention by affording to the inventor a temporary monopoly in exchange for 
making public the results of his research. 

H. However, as our technology has, become more complex, the obtaining, utili- 
zation, and protection of a patent has become more complicated, both’ scientifically 
and legally. To obtain a patent, to administer it through licensing or other 
arrangements, and to protect it against infringement requires considerable time, 
money, and know-how. This in turn often requires investment in relatively high- 
pticed talent. As a result, small firms often must abandon very valuable new 
idéas and potential inventions because of the, costs and effort involved, in’ pro- 
tecting them. 
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I. To the extent that participation in research and development contracts 
,of the;,Federal Government constitutes an advantage in obtaining subsequent 
hardware procurement contracts, those small firms not engaging in research and 
development or not 'participating,in: Federal research and development contracts 
may on occasion find thémselves at a disadvantage in bidding on Federal procure- 
ment contracts. ' : 

J. In summary,’ “the pace of technological change -has been accelerating in 
recent years. * Large and well-financed firms have been accustomed ‘to undertaking 
costly research and development programs, which enable them to set the pace 
or meet the pace of) industrial innovation and investment. Small-business enter- 
prices cannotnormally do this." . 


a) 


2 One of theuvfindings of Cabinet Committee on Small Business as set forth in its progress 
report to the President, dated,May 31, 1956. 
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